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PREFACE 


Both major political parties in the United States are now 
committed to the principle that sound fiscal policies are essen- 
tial for economic stability. While it is recognized that budget 
deficits may be expected in periods of depression — because of 
shrinking revenues and increasing expenditures for relief pur- 
poses and to stimulate recovery — it is nevertheless agreed that 
over a period of years receipts must equal expenditures; and, 
if debts incurred in periods of great emergency are to be re- 
duced to manageable proportions, revenues must exceed ex- 
penditures. 

Developments since the war have convinced many people 
that fears formerly held with respect to the ability of the 
United States government to maintain fiscal stability were 
grossly exaggerated. Despite the continuance of federal ex- 
penditures on a level far higher than had been contemplated, 
budget operations show a sizable surplus, and it is believed by 
many that substantial tax reductions may now be made and 
that at the same time some reductions in the national debt can 
be achieved. The view is widespread that this country has 
again demonstrated its capacity to meet the enormous finan- 
cial requirements of depression and of war without undermin- 
ing its financial foundations. 

The purpose of this study is to subject this conception to 
realistic tests. To gauge the prospect for maintaining finan- 
cial stability, it is necessary to view the problem in the perspec- 
tive of something like a five-year period. Only in this way can 
one see the outcome of current expenditure trends and appraise 
the effects of possible fluctuations in the national income on 
fiscal stability and the possibility of tax reduction. Concretely, 
where will current commitments and policies with respect to 
such major -classes of expenditures as veterans’ benefits, social 
welfare and education, foreign aid and relief, and national 
defense lead us? What are the implications of these trends 
for tax reduction ? 
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The method followed in the study is as follows: First, we 
seek, by a study of factors and forces affecting the level of 
expenditures, to indicate on a conservative basis what the level 
is likely to be some five years hence. Second, we make a de- 
tailed analysis of the revenues needed to cover such expendi- 
tures — assuming the continuance of a relatively high level of 
national income. Third, we consider the urgent demands for 
tax reductions in relation to the expenditure and revenue re- 
quirements that have been indicated. Fourth, we show how 
the situation with respect to revenues would be affected by 
even moderate reductions in the level of national income. 

In contrast with most discussions of the fiscal situation, this 
study covers the states and their political subdivisions, in addi- 
tion to the federal government. This is essential if we are to 
gauge the extent of the tax load that the American economy 
would have to carry. 

This volume is in the nature of a sequel to a preliminary 
study by the same author entitled Postwar Fiscal Require- 
ments: Federal, State, and Local, published in 1945. Dr. 
Kimmel wishes to record here his indebtedness to members of 
the Brookings Institution staff for many helpful suggestions 
and criticisms, and also to many individuals in government 
agencies and private organizations familiar with special phases 
of public finance. Mildred Maroney prepared the important 
section which projects forward the requirements for veterans’ 
benefits. The co-operating committee has consisted of Flarold 
W. Metz, Henry P. Seidemann, and myself. 

Harold G. Moulton, 

President. 

Washington 
March 1948 
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CHAPTER I 

THE TREND OF GOVERNMENTAL COSTS 


The trend in the cost of government has long been sharply 
upward. Though this may seem a truism, there is abundant 
reason why the long-term upward trend should be stressed 
at this time. Major wars are inevitably followed by greatly 
increased peacetime costs. Expenditures for veterans’ benefits 
and interest, among other objects, have been catapulted to 
levels which as recently as 1940 would have seemed incredible. 
While it is generally understood that costs such as these will 
be higher than before the war, the extent of the over-all in- 
crease in peacetime governmental costs has not been fully 
appreciated. 

The primary purpose of this chapter is to summarize 
the estimates of prospective federal, state, and local cash 
expenditures for the fiscal year ending in 1952, which is as- 
sumed to be a reasonably settled postwar year — neither ex- 
treme boom nor substantial depression. The figures for 1952 
are based on the analysis in Chapter II.^ Comparative figures 
for 1940 and 1946 are included in the table on page 3 and the 
chart on page 4. 

The estimates for 1952, it should be emphasized, are what 
we think governmental costs will be, not what they should be. 
Our sole object is to indicate, in the light of existing commit- 
ments and current trends, the probable level of expenditures 
in the years ahead. In preparing the estimates for the several 
functions on which this summary is based, every effort has been 
made to rule out individual judgments concerning the amounts 
government should spend. It should thus not be assumed that 
vce regard the indicated level of expenditure as essential. 

The amounts shown for 1952 have been determined follow- 
ing a careful examination of available evidence as to the proba- 
ble level of governmental costs, together with factors influenc- 
ing these costs. Major consideration has been given to public 

^ In the summary table the estimates for 1952 have been rounded to the 
nearest multiple of 50 millions. 
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TREND OF GOVERNMENTAL COSTS 


policies — existing and emerging — affecting expendituies and 
expenditure trends. Xhe growth of population, probable trends 
in production and national income, and possible changes in the 
price level have of course been taken into account. 

Three general assumptions underlie the estimates : 

1. That the cost-of-living and general price indexes will be 
about 50 per cent higher than in 1940, and that the compensa- 
tion of governmental employees will be increased over 1940 
by roughly the same proportion as the increase in the cost ot 
living. 

2. That the fiscal year 1952 will be one of generally satis- 
factory economic conditions, with substantially full employment. 

3. That there will be no sharp change — as compared with 
1940 — in the distribution of total activities between the private 
and public sectors of the economy.^ 

Before referring to the figures, it should be emphasized 
that the estimates of governmental costs in this study are on 
a cash basis; our principal concern is with the amounts gov- 
ernment will have to raise from the economy as a whole in 
order to cover its cash needs.® This basis contrasts sharply 
with that commonly used in compiling data for governmental 
expenditures, especially federal expenditures. “Expenditures” 
which take the form of transfers to trust funds are not here 
included.* 

Duplications resulting from grants by one level of govern- 
ment to another have been eliminated in the summary table. 
When reference is made in this study to combined federal, 
state, and local expenditures, moneys transferred as grants 
have been counted only once. Grants have been uniformly 
regarded as expenditures of the first disbursing government. 

“This implies that there will be no sharp change — as compared with 
1940 — in the ratio of the civilian employees of government to total civilian 
employees. 

“The significance of the cash basis is discussed briefly in App. A. See 
p.^136. 

" In the early 1950’s federal budget expenditures (general and special 
accounts) will probably exceed cash expenditures, as here presented, by at 
least 3 billions to 4 billions a year. The difference is accounted for mainly 
by interest credits to trust and other funds and by tax refunds. 


SUMMARY 


3 


This procedure is essential if the requirements to be covered 
by each level of government from its own sources are to be 
accurately presented. 

Federal cash expenditures for 1952 are estimated at slightly 
over 26 billions." The range is placed at 23.4 billions to 31 
billions. These totals do not include payments through the 


Federal, State, and Local Cash Expenditures, Estimates for the Fiscal Year 
1952 Compared With 1940 and 1946 
(In millions of dollars) 


Classification 

1940 

1946 

1952 

Minimum 

Maximum 

Probable 

Federal 

8,469 

56,749 

23,350 

31.050 

26,050 

State 

3,314 

3.874 

5.250 

6.850 

6,050 

Local 

5,633 

6,287 

7,950 

8,900 

8,400 

Total 

17,416 

66,910 

36,550 

46,800 

40,500 

Social security payments a... 

642 

1,765 

2,250 

2,750 

2,500 


a Not included in above totals. 

social security trust funds, which are considered separately in 
this study; nor do they include any amounts for debt retire- 
ment. The indicated expenditure for 1952 is more than three 
times that for 1940. On the other hand, it is less than one 
half of federal expenditures for 1946. 

Probable state expenditures for 1952 are estimated at about 
6.1 billions; the range is placed at roughly 5.2 billions to 6.8 
billions. The indicated expenditures for 1952 are roughly 80 
per cent larger than those for 1940 and about 55 per cent 
above the 1946 level. The totals shown in the table above 
are for expenditures financed by the states from their own 
sources. Gross functional expenditures, including those 

° This figure is not comparable to recent estimates of federal expenditures. 
In addition to noncash items, the President’s budget includes roughly 2 
billions for tax refunds in each of the fiscal years 1948 and 1949. In the 
present study refunds are not counted as expenditures; all revenue esti- 
mates are net after refunds. Another factor is that the official budget 
totals have been increased to some extent by transfers between corporate 
accounts and general accounts. 
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financed from federal grants as well as grants to local gov- 
ernments, will amount to 8 ,i billions in 1952? according to 
our estimates. 

Local cash expenditures for 1952 are estimated at 8.4 bil- 
lions, as compared with 5.6 billions for 1940 and 6.3 billions 
for 1946. Minimum and maximum estimates for 1952 are 
7.9 billions and 8.9 billions. The total of 8.4 billions is for 
expenditures financed from local sources including local shares 

Estimated Federal, State, and Local Cash Expenditures for the Fiscal Year 
1952 Compared With 1940 and 1946 



in state-administered taxes; expenditures covered from grants 
are excluded. The gross total, including expenditures financed 
from grants and a small amount of grants to other govern- 
ments, is estimated at 1 1 .2 billions. 

State and local expenditures are often considered as a unit, 
especially when it is desired to compare the relative burden- 


SUMMARY 


5 


someness of federal expenditures and those of other govern- 
ments. Our estimates indicate that in 1952 state and local 
expenditures financed from their own sources will amount to 
roughly 14.5 billions, or a little over 60 per cent more than 
in 1940 and 40 per cent above 1946. In 1952 state and local 
expenditures will be 55 per cent as large as those of the fed- 
eral government, according to our estimates. In 1940, on 
the other hand, state and local cash expenditures were slightly 
larger than federal expenditures. 

Combined cash expenditures of federal, state, and local 
governments are estimated at 40.5 billions for 1952. The 
minimum and maximum estimates are 36.5 billions and 46.8 
billions. The estimate of 40.5 billions for 1952 is almost two 
and one half times expenditures for 1940. 

Additional expenditures will be financed through the social 
security trust funds. The probable requirement, which is 
shown separately in the table on page 3, is estimated at about 
2.5 billions for 1952. These payments are part of the obliga- 
tions which government must meet. The entire amount for 
1952 will be covered from special social security taxes, accord- 
ing to our estimates.® A more detailed discussion of social 
security finances wfill be found in Chapter VII. 

It should be added that the estimates in this summary do 
not include any provision for debt retirement. At this juncture 
it is not certain whether a systematic program of debt reduc- 
tion comparable to that follow'^ed after World War I will be 
adopted. It seems certain, however, that an effort will be 
made to reduce the federal debt in years when production and 
national income are at high levels. Any amounts specifically 
allocated for debt retirement would of course increase revenue 
requirements.^ 

“The excess of receipts is placed at about 2.3 billions in Chap, 7. Under 
our system of social security finance, no attempt is made to correlate reve- 
nues and cash requirements. 

’’ In tables showing expenditures for a period of years, debt retirements 
should be excluded. Otherwise, the same amount is counted twice: (i) 
when the borrowed funds are spent; and (2) when the debt incurred is 
retired. 



CHAPTER II 

ESTIMATES OF EXPENDITURES BY FUNCTIONS 

In this chapter we shall endeavor to estimate the probable 
magnitude of expenditures for the several governmental func- 
tions, Though the estimates are presented as for the fiscal 
year 1952, they should be regarded as for a typical or average 
year in the early 1950’s. 

In preparing estimates for a future year, the varying status 
of expenditures must be kept in mind. Some expenditures are 
contractual in nature. Interest on the public debt and obliga- 
tions incurred under construction contracts are examples. An- 
other segment of expenditures might be called quasi-contrac- 
tiial. Salaries of officials and employees fixed by statute are 
illustrations. For other objects of expenditure there are con- 
trolling laws which are tantamount to commitments. The laws 
governing veterans’ benefits and state statutes providing grants 
to local units for school purposes are familiar examples. 
Though the statutes are subject to amendment and repeal, 
their net effect has been to increase the rigidity of public ex- 
penditures. That is to say, they tend to narrow the volume 
of expenditures subject to immediate control. 

Authorizations for appropriations influence expenditures for 
a wide variety of purposes. Contrary to what is sometimes 
assumed, however, authorizations are not always followed by 
appropriations. In some instances they are definite as to both 
time and amount and have come to be regarded as more or 
less equivalent to specific commitments. Federal highway aids 
are an example. Other authorizations are definite as to 
amount but are approved without reference to a given year 
or years. The rivers and harbors and flood control authori- 
zations are illustrations. A third class might be called de- 
terminable. Thus, the controlling factor in the federal grants 
to the states for aids to aged persons is the matching provi- 
sion rather than the basic authorization. A fourth class of 
authorizations might be called general and indefinite. Grants 
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to the states for the control of tuberculosis and venereal dis- 
eases are examples/ 

Certain other general policies established by law also exert 
a great influence on the volume of expenditures. While these 
policy commitments usually lack the definiteness of those men- 
tioned above, and may vary appreciably from time to time, the 
policies are often regarded as more or less settled in character. 
The policy with respect to the maintenance of agricultural 
prices is an example. In addition, numerous long-established 
activities are regularly provided for by annual appropriations, 
without advance authorizations or commitments of any kind. 
Many of the operating expenses of executive departments are 
in this category. 

With this brief statement of our approach to the problem, 
we turn to the estimates for the several functions. The esti- 
mates for the three levels of government are shown in the 
tables on pages 9 to 1 1 and the charts on pages 8 and 13. 
Combined federal, state, and local estimates will be found in 
the table on page 12. 


I. NATIONAL DEFENSE 

Expenditures for national defense are estimated at 9.5 bil- 
lions for 1952. The range is placed at 8.8 billions to 10.5 
billions. This function will account for more than one third 
of all federal expenditures and between one fourth and one 
fifth of combined federal, state, and local expenditures, ac- 
cording to our estimates. 

National defense policy. Our national defense policy in the 
years immediately ahead will be centered mainly on two com- 
mitments. First, there is the long-run commitment to provide 
for the defense of the United States. Second, there is the 
obligation to maintain in the occupied areas of Europe and 
the Far East the forces necessary for policing requirements. 

^ The amount authorized in these cases is “a sum sufficient to carry out 
the purposes of this subsection.” 58 Stat. 693. 
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As long as occupation requirements continue, the defense estab- 
lishment cannot be restored to a settled peacetime basis. 

Defense policy is now being reoriented in the light of the 
lessons of World War II. Because of changes in the character 
of warfare, together with the relative weakness of our former 
Western European allies, a more or less complete reformula- 
tion of defense policy has become necessary. Though prog- 
ress has been slow, the steps taken in the next few years will 
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doubtless result in a defense establishment that will differ 
radically from that of a decade ago. 

A defense policy for the future will necessarily assume that 
warfare will become increasingly mechanized. The great for- 
ward strides in mechanization during and since World War II, 
together with the development of guided missiles and the 



Federal Cash Expenditures, Estimates for th 
Compared With 1940 and 194i 

(In millions of dollars) 

E Fiscal Year 
6 

. 1952 


Purpose of Expenditure 

1940 

1946 

Mini- 

19S2 

Maxi- 

Prob- 

able 

NATIONAL DEFENSE 

1,546| 

44,950 

8,750 

10,500 

9,500 

veterans’ BENEFITS 

544 

3,106 

4,250 

5,100 

4,377 

REGULATION AND PROTECTION 

132 

112 

175 

205 

190 

Law enforcement and public safety 

89 

81 

120 

140 

130 

Regulation of commerce and industry 

43 

31 

55 

65 

60 

PROMOTION OF ECONOMIC DEVELOPMENT 

1,957 

1,652 

2,695 

3,615 

3,140 

Transportation 

340 

645 

905 

1,115 

1,000 

Commerce and industrv 

14 

18 

30 

50 

40 

Labor interests 

IS 

86 

70 

100 

85 

Agriculture 

1,266 

639 

585 

920 

750 

Other natural resources 

322 

264 

1,105 

1,430 

1,265 

PROMOTION OF SOCIAL WELFARE 

2,674 

837 

1,475 

2,030 

1,785 

Education 

34 

44 

220 

395 

335 

Public health and sanitation 

38 

161 

180 

225 

200 

Recreation 

22 

6 

25: 

35 

30 

Public assistance 

2,502 

432 

860: 

1,125 

1,000 

Social security administration 

74 

72 

70 

90 

80 

Housing 

4 

122 

120 

160 

140 

INTEREST ON PUBLIC DEBT 

882 

3,717 

4,400 

5,060 

4,730 

GENERAL GOVERNMENT 

339 

791 

610 

725 

665 

Legislative, judicial, executive 

315 

687 

450 

525 

490 

Foreign relations 

24 

104 

160 

200 

175 

FOREIGN LOANS AND RELIEF 


894 

500 

3,000 

1,000 

MISCELLANEOUS 

95 

385 

300 

400 

350 

GOVERNMENTAL BUSINESS ENTERPRISES (net) 

300 

305 

200 

400 

300 

TOTAL 

8,469 

56,749 

23,355 

31,035 

26,037 
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Combined Fedekal, State, and Local Cash Expenditures, 
Estimates for the Fiscal Year 1952 Compared With 1940 and 1946 


(In millions of dollars) 


Purpose of Expenditure 

1940 

1946 

Mini- 

1952 

Prob- 

able 

NATIONAL DEFENSE 

1,546 

44,950 

8,750 

10,500 

9,500 

veterans’ benefits 

560 

1 

3,136 

4,550 

5,600 

4,777 

REGULATION AND PROTECTION 

' 989 

1,170 

1,475 

1,705 

1,590 

Law enforcement and public safety 

854 

1,024 

1,280 

1,470 

1,375 

Regulation of commerce and industry 

135 

146 

195 

235 

215 

PROMOTION of economic DEVELOPMENT 

3,610 

3,520 

5,263 

6,834 

6,075 

Transportation 

1,844 

2,297 

3,245 

4,030 

3,670 

Commerce and industry 

IS 

24 

38 

62 

50 

Labor interests 

18 

88 

75 

112 

95 

Agriculture 

1,362 

767 

715 

1,080 

895 

Other natural resources 

368 

344 

1,190 

1,550 

1,365 

PROMOTION OF SOCIAL WELFARE 

7,266 

6,167 

8,287 

9,965 

9,120 

Education 

2,574 

3,324 

4,442 

5,110 

4,780 

Public health and sanitation 

434 

679 

795 

940| 

860 

Recreation 

204 

! 223, 

280 

360 

320 

Public assistance 

3,976 

i 1,722: 

2,510 

3,180 

2,840 

Social security administration 

74 

72; 

70 

90 

80 

Housing 

4 

147 

190 

285 

240 

INTEREST ON PUBLIC DEBT 

1,493 

4,177 

4,930 

5,690 

5,395 

GENERAL GOVERNMENT 

1,108 

1,746 

1,810 

2,055 

1,930 

Legislative, judicial, executive 

1,084 

1,642 

1,650 

1,855 

^ 1,755 

Foreign relations 

24 

104 

160 

200 

! 175 

[ 

FOREIGN LOANS AND RELIEF 


[ 894 

500 

3,000 

1,000 

MISCELLANEOUS 

552 

907 

800 

1,025 

920 

GOVERNMENTAL BUSINESS ENTERPRISES (net) 

292 

243 

180 

420 

300 

TOTAL 

17,416 

66,910 

36,545 

'46,794; 

i 

40,517 
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atomic bomb, have meant a virtual revolution in the character 
of warfare. Progress has been so rapid that our thinking 
has not yet become adjusted to the implications of a war in 
which atomic bombs and pilotless weapons, among other inno- 
vations, would play dominant roles. 

Among the lessons of World War II, the fact that air power 
will doubtless play a leading role for an indefinite period is 
in some respects the most significant. Plans of the military 
authorities call for an air force comprising a large portion of 
total army and navy personnel. Acquisition of planes is a 
major item in current procurement programs and will perhaps 
be of even greater relative importance in the near future. 


Estimated State and Local Cash Expenditures for the Fiscal Year 1952 
Compared With 1940 and 1946 a 



a Governmental business enterprises are not included In this chart. See tables on 
p. 10 and p. 11. 


Another lesson of World War II is that unified air, land, 
and sea operations are indispensable in modern warfare. 
A unified defense establishment is now in the process of being 
organized. In the long run, unification of the services should 
mean both more efficient and more economical operation of 
the defense establishment. Pending the substantial completion 
of unification, however, these advantages will be largely un- 
realized. 
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It should be added that there will undoubtedly be a tendency 
to continue substantial expenditures for obsolescent military 
methods. The powerful influence of military tradition will 
inevitably mean a lag in the adjustment to changed conditions. 
In the estimates that follow this lag has been taken into account. 

One of the few certainties in national defense is that our 
policy will provide for only a moderate-sized standing army. 
Present plans call for a small standing or regular army, which 
could be quickly re-enforced in an emergency by adequately 
trained citizen reserves. A defense program based on the 
availability of large numbers of trained reserves is regarded 
by the military authorities as preferable to one relying solely 
on the regular armed services and embracing a larger regular 
army personnel. However, a highly important policy decision 
has not yet been made. At this time we do not know whether, 
in an emergency, reliance for expanded personnel would be 
placed mainly upon men who have completed a compulsory 
training program. 

Estimates of expenditures. Because of the many uncertain- 
ties, our estimate of 9.5 billions for defense expenditures is 
necessarily a very rough approximation. This figure is based 
on estimated service personnel — officers and men — of 1,400,- 
000, in the absence of a compulsory military training program. 
Of this total, approximately 925,000 would be in the Army 
and 475,000 in the Navy, including the Marine Corps.® The 
combined requirement for pay, subsistence, travel, training, 
clothing, welfare, and medical care has been placed at $3,000 
per man. The estimate for 1.4 million men thus becomes 4.2 
billions.® 

Costs directly related to personnel will be strongly influenced 
by the proportion of total personnel deployed overseas. 
Though there is a possibility that in 1952 a smaller proportion 

^The budget estimates for the fiscal year 1949 assume an average mili- 
tary strength of 1,423,000 officers and enlisted personnel^ or “about the same 
as the current strength of the armed forces.” The Budget of the United 
States Government for the Fiscal year ending June jOj l94Qj p. M 15. 

® Further details will be found in App. B. See p. 140. 
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of total personnel will be deployed overseas than at present, 
this is by no means certain/ Current plans are based on the 
assumption that occupational requirements will continue more 
or less indefinitely. In this connection, it is significant that 
costs may soon be increased because of the necessity to assume 
responsibilities hitherto carried by Great Britain. Another 
factor affecting costs per man is the gradual ascendancy of the 
Air Force. Because of the large proportion of technicians, 
ratings are generally higher than in other services. The higher 
ratings in turn are reflected in the average rates of compensa- 
tion. 

For all other military purposes we estimate that over 5 bil- 
lions will be expended in 1952. This figure, which embraces 
procurement, research and development, construction, opera- 
tion and maintenance, and citizen-reserve activities, is some- 
what lower than projected expenditures for the fiscal year 
1949. However, it is not assumed that all categories of ex- 
penditures will decline. On the contrary, we believe that some 
objects of expenditure such as research and development will 
show a fairly pronouncd upward trend, especially after unifica- 
tion and the reorientation of policy referred to previously have 
been substantially completed. 

We next consider how the above estimates might be affected 
by a compulsory training program. The first point to be em- 
phasized is that such a program would represent an alternative 
approach to national defense. For this reason there would be 
little justification for regarding expenditures for the training 
program as solely in the nature of an extra cost. For the first 
year or two total defense expenditures would almost certainly 
be larger, but in later years this would not necessarily be the 
case. 

At the outset two opposing trends would doubtless develop. 

’‘At the beginning of the calendar year 1947 roughly one half of total 
army personnel were stationed outside the United States; a substantial 
portion of overseas personnel — ^but by no means all — were stationed in 
occupied areas. 
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There would be an immediate need for a large and competent 
instructional staff, which "would tend to cause a rise in personnel- 
Though most of this staff might be drawn from existing per- 
sonnel, some additions and replacements would be necessary. 
A temporary increase in total regular personnel would no doubt 
ensue. 

On the other hand, an opposite trend would probably set in 
almost as soon as the program was adopted. If substantial 
appropriations for the training program should be approved, 
other defense appropriations would be virtually certain to be 
reduced. Though expenditures not classed as personnel costs 
would no doubt be affected to some extent, a substantial por- 
tion of any offsetting saving would probably come from a 
reduction in regular personnel. Following the period of re- 
adjustment, regular personnel might be 100,000 to 200,000 
lower than It would be if the proposed program were not 
adopted. 

Since both the adoption and form of the universal training 
program are uncertain, w'e shall not attempt to estimate pre- 
cisely Its effect on defense costs for 1952. The estimate of 
1,750 millions for the program envisaged by the President’s 
Advisory Commission'’ suggests that the initial impact would 
probably be substantial. But, as explained above, forces w^oiild 
immediately set in which would tend to bring about lower ex- 
penditures for other defense activities. By the third or fourth 
year the specific costs of the training program might be largely 
absorbed. 

Regardless of the approach, national defense costs for the 
next five years are certain to be strongly influenced by the 
aftermath of war. Though our estimates assume only mod- 
erate reductions from present costs, this does not mean that 
we believe defense expenditures will remain indefinitely at the 
high level indicated. Our longer-run defense requirements 
will be determined by a variety of factors, most of them in- 

Program for National Security, Report of the President’s Advisory 
Commission on Military Training, May 29, 1947, p. 36. 
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ternational in character. While it is easy to visualize a situa- 
tion that would permit the reduction of defense expenditures 
by the middle or late 1950’s to roughly one half of the estimate 
for 1952, any such reduction would be possible only if plans 
for collective security are successful. Recent trends suggest 
that there is small likelihood of a marked downward readjust- 
ment in defense costs in the near future; there might even be 
an increase. 


II. VETERANS’ BENEFITS 

Veterans’ benefits are estimated at 4.8 billions for 1952, or 
roughly 12 per cent of all cash expenditures. Federal ex- 


Estimated Federal Expenditures for Veterans’ Benefits, Fiscal Year 1952 
(In millions of dollars) 


Classification 

Probable 

Expenditures 

Readjustment benefits: 

1,275 

64 



1.339 

1,142 

12 

Pensions and compensatioit: 

World Wp II: 


Death pensions 

251 

Retirement pay of reserve officers 

80 

Total, World War 11 

1,485 

Other wars 

750 

Total, pensions and compensation 

2,235 

Other benefits: 

Hospital and medical services 

610 

Burial expenses 

13 

Administrative expenses d 

180 

Total, other benefits 

803 

Grand total 

4,377 



a Includes trainees under Public Law 346, 78 Cong. 2 sess. (58 Stat. 287), as 
amended, and Public Law 16, 78 Cong. 1 sess. (57 Stat. 43), as amended, 
b Does not include extra subsistence of trainees under 57 Stat. 43. 
c Includes regular establishment. 

d Includes administration of the insurance system; does not include administration 
of the medical program. 
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penditures are estimated at 4.4 billions, and those of the states 
at 400 millions. A breakdown of the federal estimate is shown 
in the table on page 1 7. 

Two assumptions underlie the federal estimates. First, wdth 
one exception it is assumed that benefits will be paid in accord- 
ance with the provisions of existing laws." Second, although 
most of the authorized hospital expansion is still in the design 
stage, we shall assume that it will be completed before 1952 
as provided by current plans. 

Despite the uncertainties which necessitate these assump- 
tions, the general trend of expenditures is fairly clear. It now^ 
seems certain that by 1952 the aggregate expenditures will 
be declining. This prospect is attributable to the fact that 
readjustment benefits, which are now so prominent, will be in 
various stages of termination.’ In the long run, the trend of 
expenditures for benefits which are available permanently will 
overcome the effect of expiring benefits. In the early 1950’s, 
however, the upward trend in pensions and compensation, and 
also in hospital and medical services, will be gradual. 

Readjustment benefits. Expenditures for readjustment bene- 
fits are estimated at roughly 1.3 billions. Education and train- 
ing benefits will account for over 95 per cent of the total. The 
veterans’ loan program will still be in operation in 1952, but 
unemployment benefits will have terminated for all but a few 
thousand veterans." The educational program will begin to 
terminate in 1956. 

Education and training benefits are estimated at 1,275 
lions for 1952. This estimate is based on an average enroll- 

^ We have recognized the probability that Congress will approve increases 
in provisions for education and training other than those authorized by 
Public Law 41 1, 80 Cong. 2 sess., approved Feb. 14, 1948. 

''As these temporary benefits decrease, related administrative expenses 
should also decline. 

®For veterans who were discharged prior to July 25, 1947, benefits for 
unemployment will terminate on July 25, 1949. (See Public Law 346, sec. 
700(a), 78 Cong. 2 sess. and Public Law 239, 80 Cong, i sess., sec. 3.) 
However, veterans who enlisted under the Armed Forces Voluntary Re- 
cruitment Act of 1945 (59 Stat. 538) will retain entitlement for a longer 
period. In some cases entitlement will continue until July 25, 1952, but 
by that time expenditures will be negligible. 
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merit of about 850,000 veterans for 1951—52. With 2.8 mil- 
lion veterans enrolled at the present time, the training load has 
either attained or is nearing the peak.® Fleavy veteran enroll- 
ments are expected to continue through 1950 or 1951. By 
1952, however, the period of entitlement will in many cases 
have been exhausted.^ 

The average annual cost for each veteran is estimated at 
$1,500; the comparable average is now about $1,200.^"^ We 
have used the higher figure for several reasons. First, al- 
though increases in subsistence allowances of full-time veteran 
students in educational institutions have already been approved, 
they are not yet reflected in expenditures. Second, although 
these increases do not affect provisions for veterans in on-the- 
job training, pending legislation will raise the limits on the total 
for subsistence and earned income. Third, the cost of tuition, 
supplies, and equipment has been increasing. 

Our estimate of 64 millions for expenditures under the loan 
program is based on the assumption that 500,000 loans might 
be approved in 1952.'® Approval of 500,000 loans would in- 
volve an expenditure of about 50 millions, representing pay- 
ments to lenders equal to 4 per cent of the guaranteed portion 
which currently averages $2,500 per loan. In addition, there 
will be losses on the principal of outstanding loans. However, 

"This figure includes disabled veterans who are training under the Voca- 
tional Rehabilitation Act. 57 Stat. 43. 

“Although educational benefits will remain available until July 25, 1956, 
and in some cases until 1961, veterans who were discharged prior to July 
25, 1947 must enter training before July 25, 1951. The maximum duration 
of training is 4 years, but this maximum is limited to veterans who served 
at least 3 years less 90 days, and to disabled veterans. 

There are many variables in this unit of cost. It depends on the propor- 
tion of part-time enrollments, for which basic allowances are prorated, and 
on the distribution of beneficiaries by marital and dependency status. It is 
also affected by the distribution of enrollments between two basic legislative 
authorizations. Although the option of vocational rehabilitation is limited 
to disabled veterans, it has entailed higher units of expenditure than those 
which are governed by provisions for education available to all veterans, 

“At the end of the fiscal year 1947 nearly one million loans had been 
approved ; and it is expected that this total will have increased to 1.6 mil- 
lions by the end of 1948. While this figure represents only 10 per cent o£ 
the number of existing and potential veterans who are theoretically eligible, 
a declining proportion of applicants will constitute acceptable risks. 
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since 88 per cent of all the loans are for the financing of homes, 
we have assumed that most of them are sound/^ 

Pensions and compensation. Expenditures for pensions and 
compensation are estimated at 2.2 billions for 1952. Although 
the trend in these expenditures will then be upward, our esti- 
mate for 1952 is about equal to the present rate of expendi- 
ture, This apparent contradiction is explained by changes 
in the intervening period. 

During the next two years, compensation for service-con- 
nected disabilities should be declining somewhat from the cur- 
rent level of expenditures. It is believed that the physical or 
mental conditions which justify this type of benefit have in many 
cases either improved or disappeared. Assuming a thorough 
review of cases, these changes would permit termination or 
reduction of the benefit. However, following such adjustment 
the trend will again be upward, because of the incidence of 
chronic disease.” Our estimate for disability compensation 
of World War II veterans is based on 1.7 million active cases 
in 1952. 

The average payment per case Is estimated at $^6 a 
month, a substantial Increase over the recent average of $42. 
The reason for this sharp rise is that the rating schedule was 
liberalized In 1945; as a result, the average degree of disa- 
bility may be expected to rise from about 33 per cent to at 
least 40 per cent.^® The cost for World War II veterans thus 
becomes 1,142 millions. 

Payments other than disability compensation relating to 
World War II include pensions for nonservice-connectecl disa- 
bility (total and permanent), retirement pay of reserve officers 

major risk for the immediate future attaches to business loans, 
which account for g per cent of all the loans approved. Business loans may 
run for only lo years, as compared with 25 years for home loans and 40 
years for farm loans, 

^'‘This statement of factors underlying the trend applies especially to 
Woi'W War II veterans. In the case of World War I veterans, compensa- 
tion has been declining since 1941 as a result of mortality. 

^“Compensation for disability rated at 40 per cent is now $S5.20 per 
month. In addition, statutory compensation must be taken into account, but 
this does not affect the averages materially. 
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of the Army, and pensions to the dependents of deceased vet- 
erans. These are estimated at 12 millions, 80 millions, and 
25 1 millions, respectively. Although payments for nonservice- 
connected disabilities will in the long run rise to a much higher 
level, they will not be an important component of expenditures 
in 1952, when World War II veterans will still be compara- 
tively young. Expenditures for retirement of reserve officers 
are influenced by the fact that they are pensioned at a much 
higher rate than enlisted meii.“ Payments to survivors are 
mainly confined to service-connected deaths, but an increase in 
number can be expected. 

Pensions and compensation for all groups other than vet- 
erans of World War II are estimated at 750 millions, com- 
pared with an expenditure of 429 millions in 1940. The dif- 
ference is accounted for in part by a rise in the number of 
World War I cases and in part by increases in rates of pay- 
ment. The trend in the number of beneficiaries is attributable 
to the rising mortality of World War I veterans, together with 
the fact that their survivors have recently obtained a legisla- 
tive status similar to that of predecessor groups. It is also 
influenced by the incidence of nonservice-connected disability 
among aging veterans. The increase in rates of payment 
amounts to 38 per cent over those current in 1940.” Bene- 
ficiaries of the War with Spain and the Civil War have re- 
reived comparable increases. 

Other benefits. The benefits remaining to be discussed con- 
sist mainly of medical care and administrative expenses. These 
expenditures are estimated at 610 millions and i8g millions, 
respectively. Burial expenses, wffiich are estimated at 13 mil- 
lions, are the only other component. 

The cost of medical care includes both the construction and 

Retirement pay of reserve officers is determined in the same manner as 
that of regular army officers. In other words, the amount is determined 
by base pay in service, three fourths of which is continued automatically on 
certification of retirement for disability by the Army. For enlisted men the 
degree of disability is the determining factor. 

"This figure is the result of two separate increases of 15 per cent and ao 
per cent. 
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operation of facilities. The construction program involves cur- 
rent and future expenditures of about 1.2 billions.^® Though 
this program is behind original time schedules, the plans as 
revised call for completion in 1951- Accordingly, we have 
not included any allowance for construction in our 1952 es- 
timate."* 

The cost of operating hospitals will of course increase as 
construction is completed. The waiting list of patients, to- 
gether with the incidence of illnesses which are not connected 
with military service, suggests that for a long period ahead 
applications for admission will absorb whatever capacity be- 
comes available. At present the average daily bed occupancy 
in facilities operated by the Veterans’ Administration is about 
92,000 patients; in addition, 13,000 patients are cared for 
under contracts with other hospitals. For 1952 we have esti- 
mated costs on the basis of an average daily bed occupancy of 
139,000, of which 123,000 might be cared for in veteran hos- 
pitals and 16,000 by contract hospitalization. (We assume 
that temporary hospitals which are now in operation will have 
been closed.) We have estimated operating costs at $8 per 
patient-day for veteran hospitals and $10 for patients in other 
hospitals; both figures are lower than current rates of expendi- 
ture. In addition, domiciliary care must be provided for 
about 20,000 veterans at approximately $2 a day. On this 
basis, the combined operating cost of these services would be 
430 millions. 

The latter estimate does not include out-patient treatment 
and examinations, and we have added 100 millions for this 

At the end of the fiscal year 1947, the unexpended balance of construc- 
tion funds was 387 millions. In addition, the Veterans’ Administration has 
been authorized to obligate 779 millions for further expenditure; these 
authorizations must be obligated before July 1, 1949. 

“There is a possibility that more expenditures will be authorized; in 
view of rising costs, it is probable that additional funds will be needed to 
complete all the hospitals that are now in the design stage. However, we 
assume such additional expenditures would be made within the scheduled 
period of construction. The authorization of further expansion is logically 
precluded by the fact that the goal already envisaged represents the practical 
limit of facilities that can be staffed and operated. 
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purpose.^ Other expenses for medical care include adminis- 
tration, operation of supply depots, and purchases of initial 
equipment for new hospitals. These items may be expected 
to bring the total cost of medical and hospital services to about 
6 10 millions. 

All other administrative expenses are estimated at i8o 
millions for 1952. Except in the case of insurance, these ex- 
penses should be roughly proportionate to the volume of ex- 
penditures to which they relate. Readjustment benefits, pen- 
sions, compensation, and burial benefits take the form of 
monetary disbursements which are made either directly to 
the beneficiaries or indirectly through colleges or loan agencies. 
The current ratio for administration of these items is about 
5.5 per cent, as compared with less than 4 per cent before the 
war. Though the ratio should probably not exceed the latter 
figure, our estimate assumes a ratio of 4.5 per cent. Thus, the 
indicated expenditures for 1952 become 162 millions. Admin- 
istration of the insurance system is estimated at 18 millions.®^ 

The estimate of 4.4 billions for veterans’ benefits is probably 
somewhere near the minimum that might be expected. Addi- 
tions to coverage and higher rates would mean increased ex- 
penditures. In the past changes in basic laws have rarely re- 
sulted in reductions in costs ; the main historical trend has been 
one of increasing liberality- Various proposals that would re- 
sult in increased expenditures are now pending. Of these, 
the most important are: (i) pensions for World War I veter- 
ans on a basis of entitlement comparable to that of veterans of 
the Civil War and the War with Spain; and (2) for World 

^*The allocation for out-patient expenses is now estimated at about 120 
millions. Ho^wever, some reduction both in unit costs and the number of 
examinations should be possible as claims decrease and as an increasing 
proportion of treatments are handled in government clinics. 

“■^This figure is considerably less than the current expenditures, which 
are affected by arrears in the records. On the other hand, it is about lO 
times the cost of administering the insurance system in 1940. 
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War II veterans, the authorization of adjusted compensation 
comparable to the World War I “bonus.” 

State benefits. State veterans’ benefits are estimated at 400 
millions for 1952. The minimum and maximum estimates are 
300 millions and 500 millions. 

State veterans’ bonuses are estimated at 300 millions for 
1952. This figure is based on a cumulative total of 3 billions 
for all the states which have authorized or will probably au- 
thorize payment of bonuses to World War II veterans."’ It 
is here assumed that one tenth of this amount represents a cost 
properly allocable to 1952. No attempt has been made to 
forecast the exact schedule of expenditures. 

Aids other than bonuses by the states are estimated at 100 
millions. Every state has some type of veterans’ program 
administered by a department, office, or agency.^ These pro- 
grams provide for several types of benefit which vary con- 
siderably among the states; they include educational scholar- 
ships, rehabilitation aids, medical care, housing aids, counseling 
services, and loan guaranties.*^ A number of other benefits, 
which do not affect expenditures directly, have also been pro- 
vided by the states. Exemptions of specified amounts of as- 
sessed valuation and job preferences are examples. 

III. REGULATION AND PROTECTION 

Expenditures for regulation and protection are estimated 
at about 1.6 billions for 1952, or roughly 4 per cent of func- 

Although these are not the only proposals now pending, they are the 
most important both from the fiscal standpoint and from the standpoint of 
policy. They may develop into public issues at any time during the next ten 
years. ^ In the case of World War II veterans, the question of a wider basis 
of entitlement to pensions will become an issue at a much later date. 

“®The total state debt authorized through March 1947 for veterans’ 
bonuses aggregated 1.4 billions. In addition, bond issues under consideration 
by state legislatures totaled 2.2 billions; some of these may be scaled down 
or^classed as doubtful. 

"^ Council of State Governments, Postwar State Taxation and Finance, 
April 1947, p. 4> Frank Bane, “State Fiscal Policy in Transition,” Na- 
tional Tax Association, Proceedings (1946), p. 47. 

"" For convenient summaries of state veterans legislation, see Council of 
State Governments, State Veterans Legislation Enacted During 1946, 
October 1946, and “Action by the Legislators — 1947”, State Government, 
Vol. 20, pp. 190, 278. 
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tional expenditures. The comparable proportion for 1940 was 
,5.7 per cent. 

Federal. Expenditures of the federal government under 
this heading are estimated at 190 millions. Law enforcement 
and public safety accounts for the bulk of the total — 130 mil- 
lions. Included are the intelligence and investigatory work 
of the Federal Bureau of Investigation, immigration and natu- 
ralization, the custody and care of prisoners, and overhead 
administration of the Department of Justice. Expenditures for 
the regulation of commerce and industry are estimated at 60 
millions. Activities in this classification include the work of the 
Securities and Exchange Commission, the meat inspection unit 
of the Bureau of Animal Industry, the Interstate Commerce 
Commission, and the Federal Communications Commission. 

State. State expenditures for regulation and protection are 
estimated at 345 millions. Of this amount, 235 millions would 
be spent for law enforcement and public safety, principally for 
penal and correctional institutions. Regulation of commerce 
and industry will require an estimated no millions. Activities 
in this category include supervision of financial institutions, 
insurance companies, public service corporations, and certain 
professions, together with the regulation of working conditions. 

Local. Expenditures of local governments for regulation 
and protection are estimated at 1,070 millions, of which 15 
millions would be covered by grants. These expenditures are 
accounted for mainly by police and fire departments. The 
estimated increase of roughly 400 millions over 1940 is mainly 
a result of higher pay-roll costs. Salaries and wages of these 
departments showed an upward trend during the war years, 
and this trend has been accentuated since the end of hostili- 
ties."'' Local expenditures for the regulation of commerce and 
industry are of only minor importance. 

®®From 1940 to 1946 the salaries and wages of the fire departments of 
eighteen cities with populations of 200,000 to 500,000 (Jersey City excluded) 
rose from 24 millions to 32.1 millions — an increase of one third. Municipal 
Year Book (1941), p. 409, and (i947)> PP- 349-50* In the same period 
the salaries and wages of the police departments of the same eighteen cities 
rose from 24.7 millions to 33.6 millions or by 36 per cent. The same (1941), 
p. 452 and (i 947)> PP* 388-89. 
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IV. PROMOTION OF ECONOMIC DEVELOPMENT 

Expenditures for promotion of economic development are 
estimated at slightly over 6 billions for 1952, or about one 
seventh of the total for all functions. The 1940 proportion 
was approximately one fifth. The federal government will 
spend roughly 3.1 billions, according to our estimates. The 
comparable figure for the states is 1.7 billions, and that for 
local governments is 1.2 billions."^ 

Economic development embraces a wide range of activities. 
It includes the maintenance and development of highways, 
operation of airways, aids to aviation, and aids to other forms 
ojf transportation. It also includes expenditures in behalf of 
specific economic groups such as agriculture, business, and 
labor. Another category of expenditures is natural resources 
development exclusive of agriculture: flood control, public 
power projects, reclamation, and the new atomic energy pro- 
gram are the most important activities. 

A large portion of expenditures for economic development 
is normally accounted for by capital outlays. The proportion 
for 1952 will probably be close to one half; if aids to agricul- 
ture are excluded it would be substantially higher. It is as- 
sumed that by 1952 shortages of materials, equipment, and 
man power, together with other difficulties retarding construc- 
tion, will be less important than in 1946 and 1947. However, 
the possibility that they will still be a retarding factor in some 
cases is recognized. 

Transportation 

Combined federal, state, and local expenditures for trans- 
portation are estimated at about 3.7 billions for 1952. The 
range is placed at 3.2 billions to 4 billions. A breakdown of 
the combined estimate by objects of expenditure is shown in 
the table on page 27. 

Federal. From the standpoint of amounts involved, highway 
grants to state and local governments are the most important 

^ It will be understood that the state and local estimates are exclusive of 
expenditures covered from grants. 
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class of federal expenditure for transportation. These grants 
are estimated at 500 millions for 1952, the annual amount pro- 
vided by the Federal-Aid Highway Act of 1944.'® Though 
this act established the level of grants only for the first three 
postwar years, it will probably set the pattern for a longer 
period. 

Federal, State, and Local Expenditures for Transportation, 
Estimates for the Fiscal Year 1952 Compared With 1940 

(In millions of dollars) 


Classification 

1940 

[ 1952 

1 

Minimum 

Maximum 

Probable 

Federal: 





Highway grants 

163 

475 

550 

500 

Other land transportation 

6 

30 

40 

35 

Aids to aviation 

31 

200 

250 

230 

Aids to navigation 

36 

120 

ISO 

1 135 

Rivers and harbors 

104 

80 

125 

1 100 

Federal total . 

340 

905 

1,115 

1,000 

State: 





State highways 

777 

1,300 

1,600 

1,475 

Highway grants to local units.... 

220 

425 

525 

475 

Aids to aviation 


125 

175 

155 

Waterways 

4 

5 

15 

10 

Supervision and all other 

20 

30 

40 

35 

State total 

1.021 

1,885 

2,355 

2,150 

Less federal and local grants. . . . 

199 

540 

645 

580 

State total, own funds 

822 

1,345 

1.710 

1,570 

Local: 





Highways and streets 

902 

1,350 1 

1,650 

1,500 

Aids to aviation 


ISO 

210 

185 

Local total 

902 

1.500 

1,860 

1,685 

Less grants 

220 

'505 

655 

585 

Local total, own funds 

682 

995 

1,205 

1,100 

Total: all governments i 

1,844 

3,245 

4,030 ! 

3,670 


Thus far expenditures on account of grants under the 1944 
act have been running well below 500 millions a year. Short- 
ages of materials and labor, contracting difficulties, and high 
costs, among other problems, have caused a considerable lag 


58 Stat. 838 . 
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in the federal-aid highway program."® As a consequence, there 
is a possibility that annual payments to the states might exceed 
500 millions for one or two years. Judging from present indi- 
cations, however, the lag referred to will probably not soon 
be offset by a greatly accentuated boom. For an indefinite 
period, materials, labor, and equipment will be the limiting- 
factors. 

Because of the marked change in conditions since 1944, the 
assumption that later highway authorization acts will continue 
grants at 500 millions a year might be questioned. With the 
federal-aid construction program in full swing and costs well 
above those which seemed likely when the 1944 law was 
enacted, a case will doubtless be made for even higher grants. 
On the other hand, there is reason to believe strong pressures 
will continue to be exerted in favor of controlling total federal 
expenditures. In the absence of any indication to the contrary, 
the best assumption would seem to be that the prevailing figure 
will be continued. 

Federal expenditures for the promotion of aviation are 
estimated at 230 millions for 1952. Two categories of ex- 
penditure account for the bulk of the total; (i) salaries and 
expenses of the Civil Aeronautics Administration; and (2) 
grants under the Federal Airport Act of 1946.®® Salaries and 
expenses of the Civil Aeronautics Administration include the 
operating expenses of the nation’s airways. The annual ex- 
penditure is now about 75 millions; our estimate for 1952 is 
90 millions. Grants for airport construction are estimated at 
75 millions; a gradual increase over a period of years seems 
likely. The balance of the estimate for aviation is accounted 

“"Thus, as of September i, 1947, the active program of highway projects 
financed from federal-aid funds, for which plans were approved but con- 
struction not completed, involved a total estimated cost of 1,024 millions, 
of which the federal share was 519 millions. Of the latter amount, 423 mil- 
lions consisted of funds authorized by the Federal-Aid Highway Act of 1944. 
As of September l, 1947, completed projects financed from funds authorized 
by the 1944 act involved a total cost of 179 millions, of which the federal 
share was 93 millions. Letter from Public Roads Administration, Oct. 9, 
1947. 

60 Stat. 1 70. 
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for by the provision of air navigation facilities (15 millions) 
and the salaries and expenses of the National Advisory Com- 
mittee for Aeronautics (50 millions) . 

The federal estimate for aviation does not include any 
amount for grants to the aviation industry. It has been widely 
proposed that, in view of the great importance of aviation for 
the future defense of the nation, federal grants should be made 
for developmental and research purposes. Though this type 
of grant has not been taken into account, this should not be 
construed as indicating that we believe the proposal may not 
be favorably considered. Our principal reason is that at this 
time there is no basis for gauging the magnitude of any ex- 
penditure that might be approved. 

Navigation aids and facilities are estimated at 135 millions 
for 1952. Expenditures of the Coast Guard are estimated at 
75 millions, a figure well below the current level of expendi- 
tures. Expenditures of the Maritime Commission are esti- 
mated at 60 millions. 

Rivers and harbors expenditures are estimated at 100 mil- 
lions for 1952. This figure represents a moderate decrease 
from the current level, as indicated by appropriations and esti- 
mates of expenditures for 1948. Current trends suggest that 
for some time flood control will take precedence over rivers 
and harbors (navigation) as an object of expenditure. More- 
over, there are indications that water transportation may grad- 
ually become relatively less significant as an object of public 
works expenditure. 

State. Expenditures on state highway systems are estimated 
at 1,475 niillions for 1952. This figure includes federal moneys 
spent on state highways. The 1952 estimate is almost 90 per 
cent larger than expenditures for 1940. 

State highway expenditures will for some years be strongly 
influenced by three factors making for larger expenditures : ( i ) 
the higher level of federal grants referred to above; (2) the 
sharp contraction in new construction during the war years; 
and (3) the substantial accumulated balances in state highway 
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funds. On the other hand, shortages of materials, equipment, 
and labor, together with other factors making for delay, will 
tend to restrict the volume of v/ork on state highway systems. 
After these shortages are overcome our estimate of annual 
expenditures might prove to be conservative. At present, how- 
ever, not even a rough forecast of the time when more favor- 
able conditions will obtain is possible. 

Highway grants to local governments are estimated at 475 
millions. This figure includes certain federal moneys made 
available for local higlrway purposes. It is assumed that the 
policy initiated under the Federal-Aid Highway Act of 1944 
will be continued.” 

State expenditures for aids to aviation are estimated at 155 
millions. Excluding 75 millions of federal moneys transferred 
for local airport construction, the estimated expenditure is 80 
millions. Of the latter amount, perhaps 35 millions would 
also be paid to local governments as grants-in-aid. 

Local. Expenditures of local governments for highways 
and streets are estimated at 1.5 billions for 1952. Of this 
total, 475 millions would be covered by federal and state 
moneys, leaving 1,025 niillions to be financed from local funds. 
City and village highways and streets and rural roads not em- 
braced within state highway systems account for almost the 
entire expenditure. 

Local aids to aviation are estimated at 185 millions, of 
which 1 1 0 millions would be financed with federal and state 
funds. Construction and improvement of airports will account 
for the bulk of the expenditure. 

Commerce and Industry 

Expenditures for the promotion of commerce and industry 
are estimated at 50 millions for 1952. Of this amount, the 
federal government would spend 40 millions and the states 10 
millions. 

Federal activities classed under this heading include the 

®^This act allocated 125 millions a year for three years for projects on 
the federal-aid highway system in urban areas. 58 Stat. 840. 
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promotion of foreign and domestic trade, the protection of 
proprietary rights, and miscellaneous activities of the Depart- 
ment of Commerce. State activities comprise mainly the work 
of agencies and offices engaged in advertising the resources 
of the states. Local governments also spend small amounts 
for this purpose, but there is no adequate basis for a separate 
estimate. 

Labor Interests 

Expenditures for labor interests are estimated at 95 millions 
for 1952. Federal expenditures are placed at 85 millions and 
state expenditures from their own funds at 10 millions. 

The larger part of the federal requirement is for the sup- 
port of public employment offices. As presently constituted, 
this system comprises “the co-ordinated employment office fa- 
cilities of the several states,” but it is financed mainly by the 
federal government.®^ Grants for 1952 are estimated at 60 
millions; appropriations for 1948 are 57 millions. 

All other federal expenditures for labor interests are esti- 
mated at 25 millions. Included are the expenses of the Na- 
tional Labor Relations Board, the Federal Mediation and Con- 
ciliation Service, the Bureau of Labor Statistics, and overhead 
administration of the Department of Labor. The state esti- 
mate covers comparable expenditures by the states in behalf 
of labor. 

Agriculture 

Expenditures for agricultural purposes in 1952 are estimated 
at from 700 million to i.i billion dollars. All but a minor 
part of the total is accounted for by the federal government. 

Federal. Expenditures of the federal government for agri- 
culture amounted to roughly 1.3 billion dollars in 1940 and 
about 650 millions in 1946, as indicated in the table on page 
9, In order to have some basis for estimating expenditures 

’’^The provision of the Wagner-Peyser Act of 1935, 48 Stat. 113, requiring 
the states to provide matching funds has been waived only until July l, 
1949. We here assume that the matching provision will continue to be 
waived. 
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in 1952, it is first necessary to appraise the probable general 
position of agriculture in the light of recent and current trends. 

Experience has shown that, given reasonably full employ- 
ment and a high level of national income, domestic consump- 
tion of foodstuffs — even in the face of very high prices — is 
likely to run at least 15 per cent above the abnormally low 
levels of the late 1930’s. When allowance is made for the 
large increase in population between 1940 and 1952, it ap- 
pears that the aggregate domestic demand for foodstuffs may 
well run 30 per cent above the 1940 level. 

In addition to the enlarged domestic demands, we have at 
present exceptionally large foreign requirements, the bulk of 
which are financed by the United States government as a part 
of its European relief and aid activities. (These expenditures 
are included in the foreign relief and rehabilitation category.) 
It is hoped that the foreign aid program to Europe may be 
reduced to negligible proportions by 1952; but given a substan- 
tial general recovery of European economic life, it is probable 
that there would be sizable commercial shipments of grain. 
Moreover, it is not improbable that conditions will necessitate 
food relief activities in other parts of the Avorld. On the whole, 
it would appear that exports of foodstuffs in the early 1950’s 
will be considerably higher than before the war. 

Thus it seems clear that the agricultural situation will con- 
tinue to be more favorable than was anticipated by most ob- 
servers at the end of the war. The need for aid will accord- 
ingly be appreciably less, and there is reason to hope that the 
pressures for price support may be less insistent. 

Federal aid to agriculture has in recent years taken two 
forms. The first is the support of prices under the so-called 
parity principle. If the foregoing view of the agricultural 
situation is sound, it is reasonable to expect that agricultural 
prices as a whole will not fall below the levels at which sup- 
port is deemed indispensable (currently at 90 per cent of 
parity). Some commodities may, however, in a given year 
fall materially below parity. This may be illustrated by the 
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case of potatoes in 1946 and dried fruits in 1947. Variations 
in the supply and demand situation may of course be expected 
to cause marked differences among the prices of numerous 
farm products. Accordingly, if the price support principle 
should be continued, moderate expenditures might be required 
each year, even though the agricultural price situation as a 
whole is reasonably satisfactory. It should be noted here 
that future policy in this field has not yet been definitely set- 
tled. We shall assume, however, that a price support pro- 
gram will be continued. A very rough estimate of the ex- 
penditures involved in the early 1950’s would be from 150 
to 250 million dollars.^ 

The second type of aid is that embraced within the “soil 
conservation and use” program. Because of its constructive 
character this type of aid has gained increasing favor in agri- 
cultural circles, and it is safe to assume that it will be of cen- 
tral importance in the new federal agricultural program now 
being developed. However, if the emphasis of this program 
is turned further away from the objective of increasing agri- 
cultural income, the costs might be held below the level of re- 
cent years while still effectively promoting true conservation. 
We estimate that the level of expenditure will run somewhere 
between 250 and 450 millions — say 350 millions as a probable 
figure. 

Other types of agricultural aid include grants to the states 
for agricultural extension services and experiment stations, 
expenditures under the Sugar Act of 1948, a wide variety of 
research activities and special services, and the overhead ad- 
ministration of the Department of Agriculture. Present ex- 
penditures for these purposes are running at the rate of about 

Policy with respect to price support is currently being debated in both 
congressional and agricultural circles. Though the discussions in Congress 
are still in the preliminary stage, it appears that the parity formula may be 
revised: (i) to take account of the increase in farm wage rates; and (2) 
to reflect the changes which have occurred in recent times in the relative 
position of the various agricultural products. On the whole, this would 
probably result in raising the parity base. 


12 0 ^ 
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i8o millions. It would seem that the expenditures in 1952 for 
these purposes -would run around 200 million dollars.®* 

State. Activities of the states in behalf of agriculture in- 
clude the agricultural extension services, experiment station 
work, certain activities relating to the protection and care of 
livestock, and the expenses of state departments or offices of 
agriculture. We estimate that the states will spend 125 mil- 
lions for agriculture in 1952. Of this amount, 40 millions 
would be covered by federal grants, leaving 85 millions to be 
met by the states. 

Local. Local governments spend small amounts for agri- 
culture. Some payments are made for the support of county 
agents and extension work; these payments take the form of 
supplements to federal and state expenditures for the same 
purpose. In addition, there are a number of special districts 
designed to perform specific functions that benefit agriculture. 
Local expenditures for agriculture are estimated at 60 mil- 
lions for 1952. 

Other Natural Resources 

Probable expenditures for the promotion and development 
of natural resources other than agriculture are estimated at 
about 1.4 billions for 1952. The minimum and maximum 
estimates are about 1.2 billions and 1.6 billions. Federal 
expenditures will account for over 90 per cent of the total. 

Federal. Major federal activities in this classification in- 
clude the development of atomic energy, flood control, water- 
power development, and reclamation and irrigation. Minor 
objects of expenditure include activities concenied with the 
nation’s public lands, forest resources, and mineral resources. 

Though the Atomic Energy Commission is now in its first 
full year of operation, available data afford a rough guide as 
to the probable cost in later years. Expenditures for 1948 
were estimated at 444 millions in the President’s budget, but 

®*We do not here include the farm tenant, production, and other loans 
of the Farmers’ Home Administration or the loans of the Rural Electrifica- 
tion Administration. These transactions, especially any losses thereon, are 
embraced -within governmental business enterprises. 
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the request for new funds was only 250 millions. The appro- 
priation granted was 175 millions; in addition, contract author- 
ity of 250 millions was approved.®" The revised budget esti- 
mate for 1948 is 476 millions; this figure includes 20 millions 
for expenditures by agencies other than the Atomic Energy 
Commission.““ We estimate that in 1952 expenditures for 
atomic energy will be roughly 450 millions. The range is 
placed at 400 millions to 500 millions. 

Flood control expenditures will doubtless also show an up- 
ward trend for some years. Mainly because of the destruc- 
tive floods in the spring of 1947, an extensive supplemental 
program was proposed by the President in July.®^ Though the 
additional appropriations of 250 millions requested for 1948 
were not approved, there is little doubt that expenditures in 
later years will be influenced by the 1947 floods. We estimate 
that 1952 expenditures for flood control will amount to 300 
millions to 400 millions. The probable expenditure is placed 
at 350 millions. 

Expenditures for water-power projects are estimated at 225 
millions, with a range of 200 millions to 250 millions. A por- 
tion of expenditures for water-power development is closely 
tied in with flood control and reclamation and irrigation. For 
the immediate future it appears that primary emphasis will 
be placed on flood control. However, if the St. Lawrence 
Seaway project should be undertaken, expenditures for water- 
power development would rise sharply. 

Expenditures for reclamation and irrigation are estimated 
at 140 millions for 1952. This is roughly 55 millions less 
than the estimated cost of 195 millions for the 1948 program 
of the Bureau of Reclamation.®® It should be noted, however, 
that this program includes work on no less than 147 projects, 
many of which involve expenditures properly classed under 
flood control or water-power development. The range of 

Public Law 269, 80 Cong, i sess. 

The Budget of the United States Government for the Fiscal Year 
Ending June JOj I949 j P- M 39. 

New York Times, }uly IT, 13. 

^New York Times, Aug. 3, 1947, sec. i, p. 52, 
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expenditure for 1952 is placed at 125 millions to 160 millions. 

All other federal expenditures are estimated at 100 millions. 
National forests and public lands account for roughly two 
thirds of this estimate. 

State and local. The states spend moderate amounts on 
forest development and fish and game resources. We estimate 
that 65 millions will be spent by the state governments for 
forest and wild life activities in 1952; this excludes 6 millions 
of federal grants. Local governments will perhaps spend 35 
millions of their own funds for comparable activities. 

V. PROMOTION OF SOCIAL WELFARE 

Combined expenditures of all governments for the promo- 
tion of social welfare are estimated at roughly 9.1 billions for 
1952, or about 23 per cent of total cash expenditures. Of the 
1952 total, the federal government would finance 1.8 billions, 
the states 3 billions, and local governments 4.3 billions. 

Education 

Public expenditures for education are estimated at 4.8 bil- 
lions for 1952. Expenditures for 1940 were 2.6 billions. A 
distribution of the 1952 estimate by purposes, together with 
comparable figures for 1940, is shown in the table on page 37. 

Federal. Expenditures of the federal government for edu- 
cation are estimated at 335 millions. Current expenditures 
include grants for vocational education, grants for the support 
of colleges of agriculture and mechanic arts, and expenses of 
the Library of Congress and the Office of Education, together 
with other minor items. In addition to these activities, our 
estimate assumes that — in accordance with bills now' pending — 
grants for public school education wdll be approved prior to 
1952 and that a moderate amount will be spent by a national 
science foundation. 

Vocational education grants are estimated at 40 millions. 
This figure roughly equals the appropriations thus far made 
for 1948 plus the additional authorization approved in 1946.®® 

“60 Stat. 775. Only a minor portion of the additional 15 millions au- 
thorized was appropriated for 1948. 
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During the war years expenditures were at a much higher level, 
as a result of special appropriations for the education and 
training of defense workers. The regular appropriations, 
however, have thus far showed little change. 


Federal, State, and Local Expenditures for Education, Estimates for the 
Fiscal Year 1952 Compared With 1940 
(In millions of dollars) 


Classification 

1940 

1952 

Minimum 

Maximum 

Probable 

Federal: 





Vocational education grants 

21 

30 

45 

40 

Equalization grants 


150 

300 

250 

Other activities 

’13 

40 

SO 

45 

Federal total I 

34 

220 i 

395 

335 

State: 


! 



Grants to local units 

709 

1,350 

1,725 

1,550 

Operation 

216 

325 

400 

350 

Capital outlays 

61 

100 

140 

125 

Libraries 

4 

7 

IS 

10 

State total 

990 

1,782 

2,280 

2,035 

Less federal grants 

27 

185 

355 

295 

State total, own funds 

963 

1.597 

1,925 

1,740 

Local : 





Operation, full-time day schools.. 

1,942 

3,500 

3,825 

3,650 

Operation, summer, night, part- 


1 



time schools 

13 

20 

35 

25 

Capital outlays, public schools 

258 

350 

500 

450 

Local colleges and universities 

25 

45 

75 

60 

Libraries 

48 

60 

80 

70 

Local total 

2,286 

3,975 

4,515 

4,255 

Less grants 

709 

1,350 

1,725 

1,550 

Local total, own funds 

1,577 

2,625 

2,790 

2,705 

Total: all governments 

2,574 

4,442 

5,110 

4,780 


Expenditures for miscellaneous educational activities are 
estimated at 45 millions. This estimate includes 20 millions 
for the proposed national science foundation.^ Grants to col- 

H.R. 4102, 80 Cong. I sess., which provided for the establishment of a 
national science foundation, was approved by both the House and the Sen- 
ate. This bill was vetoed by the President, mainly because of the nature of 
the administrative provisions. New York Times, Aug. 7, 1947, p. 1. A bill 
embracing the same objectives, but providing for. a different administrative 
set-up, will probably be considered in 1948. 
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leges of agriculture and mechanic arts, library services, How- 
ard University, and the Office of Education account for the 
bulk of the remaining 25 millions. 

Federal equalization grants have not yet been approved, 
but the proposed program will doubtless be considered by 
Congress in 1948. For the purpose of our estimates, we shall 
assume that a bill along the lines of the one most widely dis- 
cussed in 1947 will be approved. This would mean an ex- 
penditure of 250 millions for 1952.“ 

State. From the standpoint of moneys involved, grants to 
local units are the most important category of state educational 
expenditures. State grants in aid of education are definitely 
on the increase. From 1940 to 1945 these grants rose from 
709 millions to about 830 millions; the 1946 total was over 
900 millions. A further sharp upsurge will result from changes 
and increases approved during 1947 legislative sessions. More- 
over, because of rising prices and increasing numbers of stu- 
dents, further substantial increases will likely be approved 
during sessions of 1948 through 1951. We estimate that 
grants to local governments will amount to 1,550 millions 
for 1952. This figure includes 250 millions of federal moneys, 
for which the states would act as transfer agent. The range 
is placed at 1,350 millions to 1,725 millions. 

Expenditures for the operation of state educational institu- 
tions have been rising very rapidly, because of the bulge in 
registration resulting from the overlapping of students return- 
ing from the armed services and students just reaching college 
age. Even after the present abnormal period ends, the num- 
ber of students will still be much higher than before the war. 
Larger faculties will be required and salaries will be substan- 

S. 472, 80 Cong. I sess. This bill is commonly referred to as the Taft- 
Thomas-Eilender bill. It was introduced by Senator Taft for himself and 
seven other Senators. 

We do not here include any estimate for the national scholarship pro- 
gram for colleges and universities advocated by the President’s Commission 
on Higher Education. This program would cost 135 millions for the first 
year; by i960 the total cost would be about i billion dollars. New York 
Times, Dec. 22, 1947, p. i. 
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tially higher. We estimate that about 350 millions will be 
spent for this purpose in 1952."“ 

Capital outlays for state educational institutions are esti- 
mated at 125 millions for 1952, or roughly double the 1940 
total. At some institutions building programs will be under 
way in 1952. On the other hand, at many universities and 
colleges the postwar expansion of facilities will have been com- 
pleted before 1952. In any event, it seems certain that for all 
institutions combined, construction programs will be well be- 
yond the peak. 

Local. Local expenditures for the operation of full-time 
day schools, including expenditures financed from federal and 
state grants are estimated at 3,650 millions for 1952. Ex- 
penditures for 1947 were about 3 billions, as compared with 
1.9 billions for 1940. 

The present upward trend in public-school costs is primarily 
a result of increasing compensation of teachers. In 1945, 
expenditures for this purpose were slightly less than 1.6 bil- 
lions;"® the comparable figure for the school year ended in 
1947 was about 1,950 millions."" Following a comprehensive 
survey of recent legislation and developments, the increase for 
the school year 1947—48 has been estimated at 350 millions."® 
Additional but more moderate increases in teachers’ compen- 
sation can be expected for the school years ending in 1949 to 
1952. Further adjustments in salary schedules plus the growth 
factor will inevitably mean some rise. Recovery of the in- 

“ Expenditures from funds received from students attending colleges and 
universities under the provisions of the Servicemen’s Readjustment Act are 
not included in our estimate of 350 millions. Since in this study such ex- 
penditures are classed under veterans’ benefits, their inclusion under educa- 
tion would result in double counting. 

U. S. Office of Education, “Statistics of State School Systems, 1944-45,” 
Statistical Circularj February 1947. 

“This estimate is based on the findings of the National Education Asso- 
ciation of the United States. The Association reports that there were 
865,000 teachers for the school year 1946-47 and that the estimated average 
compensation was $2,250. News Release, April 1947. 

Benjamin Fine, “Teachers’ Pay to Rise $400 on Average in Next Year,” 
New York Times, June 28, 1947, p. l. See also New York Times, T)tc. 30, 
I947> P- I- 
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structional staff to the 1940 level before 1952 is a possibility.*" 
The principal factor here is the very high birth rate of the war 
years.*" We estimate that expenditures for teachers’ salaries 
will amount to about 2.6 billions for' 195 1-52. 

All other current costs of public day schools are estimated 
at 1,050 millions for 1952. The comparable total for 1945 
was 871 millions, while that for 1940 was 627 millions. In- 
cluded are overhead administration, textbooks and supplies, 
and operation and maintenance of the school plant. 

Capital outlays for public schools will probably amount to 
something like 450 millions*® for 1952, as compared with 258 
millions for 1940. At least four factors will tend to bring 
outlays for school construction to a level well above prewar: 
(i) shifts in population during the war years, especially the 
sharp increase in urban population in certain areas; (2) the 
increase in enrollments resulting from the high birth rate of 
the war period; (3) the accumulated backlog in construction 
of the war years; and (4) the high level of costs. 

Expenditures for all other local educational purposes are 
estimated at 155 millions. Included are the operation of sum- 
mer, night, and part-time schools, operating and other costs 
of local colleges and universities, and city and other local 
libraries. 


In 1944-45 the instructional staff numbei-ed 865,000, as compared with 
912,000 for 1940. Recovery to the former level within the next two years 
is a distinct possibility, especially when one takes into account the increased 
enrollment in the elementary grades which is already in evidence. The 
extent of the increase will depend largely on whether additional teachers 
can be obtained. 

'‘^The United States Office of Education estimates that in 1947-48 first- 
grade enrollments will be up about 9 per cent over 1946-47. The effect 
of the high birth rate of the war years on enrollment will continue for many 
years. Since births in 1946 were at the record figure of 3,260,000, high 
first-grade enrollments can be expected for at least six years. New Yorl 
Timesj Aug. 3, 1947, sec. i, p. 5. 

“ Our estimate of 450 millions a year is low*, compared with certain other 
estimates. For example, in 1944 it was estimated that annual capital out- 
lays of 1,347 millions would be required for the ten-year period ending in 
1955 in order to remove deficiencies and meet current needs. National 
Education Association, “Proposals for Public Education in Postwar Amer- 
ica,” Research Bulletin, 'Vol. 22, April 1944, p. 71. 
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Public Health and Sanitation 

Expenditures for public health and sanitation are estimated 
at 860 millions for 1952. The 1940 expenditure was 434 
millions. 

Federal. Expenditures of the federal government for all 
public health activities are estimated at 200 millions. The 
Public Health Service would account for the bulk of the total. 
Expenditures of this agency include a variety of services and 
grants under the Public Health Service Act of 1944.*“' Among 
other provisions, this act authorized expenditures for grants 
for: ( I ) the prevention, treatment, and control of tuberculosis; 
(2) the prevention, treatment, and control of venereal dis- 
eases; and (3) general public health programs, including the 
training of personnel for state and local health work.® Grants 
to the states for maternal and child-health services adminis- 
tered. by the Children’s Bureau are also classified under public 
health. 

Numerous bills now pending before Congress would, if 
passed, materially add to federal expenditures for public 
health. One leading proposal would expand the activities of 
the Public Health Service, promote and encourage medical and 
dental research through grants to the states, and also through 
such grants provide medical care services for low-income 
groups. Another leading bill would establish a national health 
insurance system and greatly extend present public health pro- 
grams. It is not unlikely that some provisions of this general 
type may be passed between now and 1952. 

State. State activities in this classification include public 
health and vital statistics departments or offices, child health 
services, the prevention and treatment of communicable dis- 
eases (not in hospitals), food regulation and inspection, the 
regulation of certain professional occupations, and public health 

58 Stat. 682. 

“ Another class of activity which is just beginning to be reflected in federal 
expenditures might be classed under public health. We refer to the grants 
to the states under the Hospital Survey and Construction Act of 1946; the 
provisions of this act are considered at p. 44. 
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extension services. State expenditures for public health and 
sanitation are estimated at 150 millions for 1952. Of this 
amount, about 75 millions would be financed from state funds 
and 75 millions from federal grants. The range of expendi- 
ture is placed at 135 millions to 165 millions. 

Local. Expenditures of local governments in this classifica- 
tion consist mainly of city expenditures for street cleaning, 
garbage disposal, and other sanitary activities. Public health 
activities — as distinct from sanitation — account for less than 
one fourth of local expenditures for the combined classifica- 
tion. Expenditures for 1952 are estimated at 600 millions, of 
which perhaps 15 millions would be covered by state grants. 

Recreation 

Recreation is a minor function of government. Expendi- 
tures for 1952 are estimated at 320 millions, as compared with 
roughly 200 millions for 1940. Federal expenditures are 
placed at 30 millions, those of the states at 30 millions, anci 
local expenditures at 260 millions. Park and playground facil- 
ities account for the bulk of the total. 

Public Assistance 

Expenditures for public assistance are estimated at 2.8 bil- 
lions for 1952, or about i.i billions less than for 1940. The 
outstanding feature of public assistance payments is their 
change in character, as compared with prewar years. If em- 
ployment conditions are generally favorable, work relief will 
be negligible and general relief will probably not exceed 300 
millions, or something like one tenth of the aggregate require- 
ment for public assistance. In 1940 work relief and general 
relief accounted for expenditures of almost 2 billions, or about 
one half of all public assistance. On the other hand, 1952 
expenditures for categorical assistance — aids to the aged, the 
blind, and to dependent children — ^will be approximately double 
those for 1940. Two factors are Involved here: (i) the in- 
crease in number of beneficiaries, and (2) the upward adjust- 
ment in rates because of the rise in living costs. 
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Fedeil-xl, State, and Local Expenditures for Public Assistance, Estimates 
FOR THE Fiscal Year 1952 Compared With 1940 
(In millions of dollars) 





1952 


Classification 

1940 

— 





Minimum 

Maximum 

Probable 

Federal: 





Grants to states — categorical 





assistance a 

271 

650 

800 

725 

Grants to states — hospitals 


60 

. 75 

75 

Work relief 

1,466 

0 



Unernplovment relief 

287 




National youth relief 

97 




Farm and rural relief 

61 




All other 

320 

150 

250 

200 

Federal total 

2,502 

860 

1,125 

1,000 

State ; 





Categorical assistance^ 

562 b 

1.100 

1,400 

1,250 

General relief 

335 c 

100 

150 

125 

Operation of hospitals 

174 

275 

. 325 

300 

Operation of institutions for 





handicapped 

34 

50 

75 

60 

Capital outlays 

62 

150 

200 

175 

All other 

28 

35 

45 

40 

State total 

1,195 

1,710 

2.195 

1,950 

Less federal and local grants .... 

300 

730 

'905 

825 

State total, own funds 

895 

980 

1,290 

1,125 

Local : 





Categorical and other assistance. . 

378 

i 600 

700 

! 650 

General relief 

343 

160 

200 

180 

Hospitals 

204 

300 

350 

325 

Institutional and other 

76 

100 

ISO 

125 

Local total 

1,001 

1,160 

1,400 

1,280 

Less grants 

422 

490 

635 

565 

Local total, own funds 

579 

670 

765 

715 

Total; all governments 

3,976 

2,510 

3,180 

2,840 


a Assistance to the aged, the blind, and to dependent children, 
b Includes 241 millions for grants to local units, 
c Includes 175 millions for grants to local units. 


Federal. Expenditures of the federal government for public 
assistance are estimated at one billion dollars for 1952.'’' Of 
this total, 725 millions would take the form of grants to the 
states for assistance to the aged, the blind, and dependent 

®^This total does not include foreign relief and rehabilitation which is 
considered later. See p. 50. 
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children. The amount of these grants is increasing not only 
because of the factors previously mentioned, but also because 
a law effective October i, 1946 increased the proportions of 
the benefits financed by the federal government.®" 

Grants to the states under the Hospital Survey and Con- 
struction Act of 1946“ are estimated at 75 millions for 1952. 
This act authorized grants for surveys of hospital facilities 
and for the construction of public and other nonprofit hospi- 
tals. The authorization for surveys was 3 millions and that 
for construction 75 millions a year for five years. Thus far 
no money for construction grants has been appropriated, but 
an allotment of 75 millions, together with contractual obliga- 
tions of not more than this amount, have been approved for 
the fiscal year 1948.“ 

Expenditures for all other public assistance are estimated 
at 200 millions. This figure includes the school lunch pro- 
gram and all other forms of public assistance not estimated 
separately. Even under the most favorable circumstances, 
some expenditures for miscellaneous relief purposes such as 
drought relief and disaster relief can be expected. 

State. Expenditures of the states for public assistance in- 
clude payments to the aged and other special groups, and the 
operation and maintenance of hospitals and institutions for 
the handicapped,™ State expenditures in this classification are 
estimated at about 2 billions, including 825 millions covered 
by grants. 

Categorical assistance payments are estimated at 1,250 mil- 
lions, of which 725 millions would be covered from federal 
funds. In turn, something like 450 millions of state expendi- 

“60 Stat. 991. These provisions were extended to June 30, 1950 by 
Public Law 379, 80 Cong, i sess. 

® 60 Stat. 1040. 

“ Public Law 165, 80 Cong, i sess., p. 9. 

In this study state and local hospitals are classed under public assist- 
ance rather than public health. By far the largest portion of state expendi- 
tures for hospitals are for special hospitals, especially for the insane and the 
tubercular. On the other hand, most local expenditures are for general 
hospitals. 

Including the blind, the deaf and mute, and the feeble-minded. 



SOCIAL WELFARE 


45 


tures may take the form of grants to local governments/' 
General relief payments by the states are estimated at 125 
millions, of which perhaps 75 millions would take the form of 
grants. 

Operating costs of state hospitals are estimated at 300 mil- 
lions for 1952. The comparable figure for institutions for 
the handicapped is 60 millions. Expenditures for these pur- 
poses will be strongly influenced by the number of patients and 
personnel requirements. 

Outlays for the construction of hospitals and eleemosynary 
institutions of all kinds are estimated at 175 millions. This 
figure embraces the entire 75 millions of federal grants for 
hospitals referred to above. Since some of these funds will 
probably take the form of grants to local units, we shall here 
assume that 40 millions will fall in this category. In the ab- 
sence of any clear indication, it is assumed that the remainder 
will take the form of direct state expenditures.®® 

Local Expenditures of local governments for public assist- 
ance are estimated at about 1.3 billions for 1952; of this 
amount, 565 millions would be covered from grants. Cate- 
gorical assistance and operation, maintenance, and construction 
of hospitals are the most important objects of expenditure. 

Social Security Administration 

Expenditures for social security administration are estimated 
at 80 millions for 1952. Federal grants to the states and the 
District of Columbia for the administration of unemployment 
compensation are the largest item. These grants are estimated 
at 65 millions for 1952. Despite the views of some state 
officials that more liberal federal appropriations should be 
made for administering unemployment compensation, the ap- 
propriation for 1948 was held to roughly 58 millions. The 
current level of appropriations, it is said, represents only a 

'^’^This estimate is based on data for 1945; in that year more than 36 per 
cent of state payments for categorical assistance consisted of grants. 

Though the situation is not clear, some of the moneys involved will 
probably be spent on state hospitals, and a portion will also be allocated to 
nonprofit hospitals. 
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fraction of federal collections from the unemployment com- 
pensation tax,™ which is often regarded as the source of 
funds for the grants. Other federal expenditures for social 
security administration are estimated at 15 millions. This 
figure includes overhead administration of the Social Security 
Board and salaries of the Bureaus of Public Assistance and 
Employment Security, together with miscellaneous expenses. 

The estimate of 80 millions does not include expenditures 
for the administration of the old-age and survivors insurance 
system payable through the old-age and survivors insurance 
trust fund. Nor does it include the administrative expenses 
of the Railroad Retirement Board, which we regard as charge- 
able against revenues from the railroad retirement taxes. These 
administrative expenses are considered in Chapter VII. 

Housing 

Expenditures for housing are estimated at 240 millions. Of 
this amount, 140 millions would be spent by the federal gov- 
ernment. The latter estimate assumes that a bill roughly 
comparable to the Taft-Ellender-Wagner bilE will be ap- 
proved within the next few years. Direct housing aids would 
perhaps account for over 100 millions of the federal estimate; 
the bill just referred to would provide direct aids of 105 mil- 
lions. In our summary tables we have assumed that the entire 
140 millions would be spent directly; that is, no part would 
take the form of grants to state and local governments. Since 
the nature of the financial provisions of any federal housing- 
act that might be approved are uncertain, this assumption is 
perhaps somewhat arbitrary. 

State housing aids are estimated at 50 millions and local 
aids at 50 millions. Both figures, which are very rough esti- 
mates, are for costs that would be reflected in state and local 
budgets for 1952. 

“Collections for the year ended June 30, 1947 were 186 millions. For 
further discussion, see p. 79. 

“ S. 866, 80 Cong, i sess. 
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VI. INTEREST ON PUBLIC DEBT 

Cash interest payments are estimated at roughly 5.3 billions 
for 1952, or almost 13 per cent of combined expenditures for 
all functions. The comparable figures for 1940 were 1.5 bil- 
lions and 8.6 per cent." Federal cash interest for 1952 is 
estimated at 4.7 billions and combined state and local interest 
at 575 millions. 

Federal. Interest payments on the federal debt may be 
influenced either by a change in the average rate of interest or 
by a change in the amount of debt. With respect to the former, 
it would seem that the trend would be moderately upward, 
assuming the continuance of a high level of business activity 
and a growing demand for loanable funds. There has already 
been a slight upward trend, in line with the general firming of 
interest rates. Moreover, the average cost to the federal gov- 
ernment is affected by changes in the distribution of the debt. 
In the past few years the proportion of the total represented 
by short-term obligations has decreased appreciably. In our 
view a rise of something like two tenths of i per cent is not 
unlikely. Applied to the total debt on which interest is paid 
in cash, this would involve an increase of something like 400 
million dollars a year. 

To estimate the probable magnitude of the public debt as 
of 1952 would require a thorough appraisal of fiscal policies 
in relation to the level of national income during the interven- 
ing years. This is not the place to make such an appraisal. 
All that one can do here is to indicate how much the interest 
cost would be changed by possible fluctuations — up or down — 
in the total debt. If national income is maintained throughout 
the intervening years at or above present levels, and if taxes 
are not greatly reduced, one could hope for a substantial re- 
duction in the outstanding debt in the next five years. On the 
other hand, if we should run into a considerable recession in 

In addition to the amounts mentioned, substantial sums for noncash 
interest are commonly included in governmental expenditures. For 1952 
the interest credited to social security and other trust and investment funds, 
plus the excess of interest accruals on savings bonds over interest included 
in retirements, will probably amount to well over one billion dollars. 
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business activity, or if taxes were substantially curtailed, we 
could easily have a return of deficits of substantial propor- 
tions.“ In the face of the foreign aid program and the in- 
sistent demands for tax relief, it -would not be safe to assume 
that a substantial reduction in debt is certain to occur. 

The estimates which we here use are based upon the follow- 
ing assumptions with respect to the reported interest-bearing- 
debt: (i) a continuance of the debt at the present level of 
about 255 billions; (2) an average annual decrease over the 
next five years of about 3 billions, bringing the total down to 
240 billions; and (3) a net increase in the debt in the five-year 
period of 10 billion dollars. On this basis, the debt on which 
interest would be paid in cash would probably fall between 200 
billions and 230 billions. We shall here use the intermediate 
figure of 215 billions as the probable."^ At 2.2 per cent the total 
for cash interest payments thus becomes roughly 4.7 billions.^ 

State. The estimate of 145 millions for state interest pay- 
ments represents a substantial rise over recent figures. A sharp 
reversal in the recent trend in state debt is now occurring. We 
estimate that the combined debts of the state governments 
exclusive of debts of public-service enterprises serviced from 
their earnings, will increase from 2,150 millions for 1946 to 
5,750 millions for 1952. This enormous increase will result 
mainly from the issuance of soldiers’ bonus bonds, which are 
conservatively estimated at 3 billions. However, since some 
of these bonds will probably have been retired by 1952, the 

® It should not be forgotten in this connection that our tax system is so 
geared that the yield fluctuates widely with changes in the total national 
income. 

large portion of the reported interest-bearing debt consists of special 
and other issues held by federal trust and investment funds on which interest 
is not paid in cash. On June 30, 1947 the total was 32.8 billions. 

“ In arriving at this estimate, no correction has been made for interest 
accruals on savings bonds in excess of interest included in retirement of 
such bonds. Retirements of maturing savings bonds will be substantial in 
1952, and the cashing of unmatured obligations will help swell the total. 
Though the possibility of excess accruals in 1951-52 is recognized, we 
believe the procedure here adopted gives the best picture for a year in the 
first half of the decade of the 1950’s. Because of the enormous maturities 
in 1953-55, current accruals in these years are certain to fall far short of 
the deferred interest included in retirements. 
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net increase on account of this debt may be somewhat smaller. 
The remaining increase of upwards of 600 millions embraces 
state issues for all other purposes except public-service enter- 
prises. The average interest rate on the increment in debt is 
placed at 2 per cent. 

Local. The estimate of 430 millions for local interest pay- 
ments assumes a moderate increase of 1.5 billions to 2 billions 
in outstanding debt. The average interest rate on new bor- 
rowings is placed at 2.4 per cent. As in the case of the states, 
only minor changes from the rates on recent borrowings are 
assumed. The estimate for local interest does not include that 
payable from the earnings of public-service enterprises. 

VII. GENERAL GOVERNMENT 

Expenditures for general government are estimated at 1.9 
billions for 1952, or almost 5 per cent of cash expenditures. 
Comparable figures for 1940 were i.i billions and 6.3 per cent. 

Federal. Legislative, judicial, and executive activities 
classed under general government will account for federal ex- 
penditures of 490 millions in 1952, according to our estimates."' 
Financial administration is the most important component. The 
federal government will spend something like 325 millions for 
this purpose in 1952. Of this amount, 225 millions or slightly 
more will be spent for collecting the revenue."" Public supply, 
personnel, and property will account for federal expenditures 
of perhaps 150 millions to 175 millions. Acquisition of public 
buildings and sites is by far the largest item, accounting for 
one half or more of the latter estimate. 

Federal expenditures for foreign relations are estimated 
at 175 millions for 1952, or somewhat less than the indicated 
level of expenditures for 1948. Our estimate assumes that 
expenditures for the information and cultural program will be 
roughly the same as at present. 

®"’The general government classification here used difiEers appreciably 
from that used in preparing the President’s budgets for 1948 and 1949. A 
number of items there classed under general government we have included 
under other functions. 

“ Appropriations for collecting the revenue amount to 221 millions for 
1948; this figure includes both internal revenue and customs. 
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State. General government expenditures of the states are 
estimated at 305 millions for 1952. Of this amount, perhaps 
150 millions to 175 millions will be spent for financial admin- 
istration. Outlays for general government buildings will no 
doubt amount to something like 40 millions to 50 millions. 
Salary adjustments will also be an important factor making for 
increased expenditure. 

Local. Local expenditures for general government are 
estimated at 960 millions, an increase of roughly one half over 
1940. Many urban governments will doubtless show a much 
larger relative increase. On the other hand, expenditures of 
numerous county and other local governments may rise by less 
than one half. 


VIII. FOREIGN LOANS AND RELIEF 

Until recently it was hoped that the foreign loan and relief 
activities of the United States government would largely dis- 
appear within two to three years after the end of the war. 
However, as a result of continued economic disorganization 
in other parts of the world, it now appears that the United 
States will continue for at least several years to grant large 
funds for foreign relief. Under the European aid program, 
the estimated amounts for the next four years range from 12 
billions to 17 billions, with the annual amounts gradually de- 
clining. Though it is hoped that by 1952 further European 
aid from the federal government will not be required and that 
such foreign assistance as may be required thereafter may be 
obtained exclusively through private financial channels, one 
cannot be certain that the European situation will be sufficiently 
stabilized at that time to eliminate all necessity for further aid. 
Political as well as purely economic considerations are involved. 
In any case, it appears highly probable that the United States 
will continue to assume substantial costs in the control and 
rehabilitation of Germany. Close students of this problem 
do not anticipate that we can get out from under the German 
obligation as early as 1952. 

It also appears probable that substantial aid will be fur- 
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nished to other parts of the world. The present program 
already includes a fairly large amount of aid for China. 
Whether something will in time be included for other Asiatic 
countries remains to be seen. With respect to South America, 
consideration of an aid program has been deferred but not 
eliminated as a possibility. 

In the light of the foregoing, we would conclude that the 
range of expenditures for foreign aid in 1952 might fall be- 
tween 500 millions and 3 billions, with perhaps i billion dol- 
lars the probable figure. 

IX. MISCELLANEOUS EXPENDITURES 
Expenditures of all governments classed as miscellaneous 
are estimated at 920 millions for 1952. The federal figure 
of 350 millions covers Indian affairs, net payments®^ on ac- 
count of government life insurance, net cash payments for 
employees’ retirement, the federal grant to the District of 
Columbia, other minor items, and an allowance for contingen- 
cies. State expenditures, which are estimated at 160 millions, 
include payments to retired employees and certain undistrib- 
uted grants — among other items. The local estimate of 410 
millions is relatively much larger than the federal and state 
estimates. The size of this item is to some extent a result of 
imperfections in local data used as a basis for our estimates. 

X. GOVERNMENTAL BUSINESS ENTERPRISES 
Activities of government that are in the nature of business 
enterprises wnll require 300 millions of funds from general 
sources in 1952, according to our estimates. Federal expendi- 
tures are estimated at 300 millions and those of local govern- 
ments at 60 millions. The negative estimate of 60 millions 
for the states represents mainly the net contribution of liquor 
monopolies to general revenues.®® The estimates for each of 
the three levels of government are on a net basis. 

®^That is, cash payments in excess of premiums and other cash receipts. 

®®The estimate of 60 millions is much lower than the annual contribu- 
tions in 1946 and preceding fiscal years. Because of the sharp decline in 
consumption in 1947, there is reason to believe that the state liquor monopo- 
lies will be much less profitable than during the war period. 
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The federal estimate assumes that postal operations will 
either be self-sustaining or will result in no more than a very 
small deficit. Another assumption is that the i6 state liquor 
monopolies will continue to be profitable and that substantial 
profits from their operations will become available for general 
state purposes. On the other hand, the need for large general 
revenues to cover operating deficits of certain municipal enter- 
prises — especially the New York City transportation system — 
will doubtless continue.®'’ 

The most striking conclusion suggested by this chapter is 
that roughly one half of estimated public expenditures for 
1952 will be either an outgrowth of past wars or will be in- 
curred for the purpose of ensuring the defense of the nation. 
Expenditures arising from past wars include veterans’ benefits, 
all but a small part of federal interest payments, and foreign 
aid and relief, together with minor items. In 1940 roughly 
one seventh of total public expenditures were attributable to na- 
tional defense and past wars. 

The bulk of the remaining expenditures will be incurred for 
the welfare, developmental, and protective (other than mili- 
tary) activities of government. Our estimates indicate that 
these three classifications combined will account for over 40 
per cent of total expenditures for 1952, as compared with 
almost 70 per cent for 1940. The marked decline in the rela- 
tive importance of these broad classes of expenditure is mainly 
a result of two factors: (i) the sharp increase in defense 
costs and other expenditures related to w^ars; and (2) the 
abnormally high level of public assistance expenditures in 1940. 


The estimates in this chapter have not included any allowance for debt 
retirement. It would of course be wholly illogical to include debt retire- 
ments in a study of expenditures by functions. Such a procedure would 
clearly involve double counting over a period of years. For example, if 
funds were borrowed in 1940 and spent for national defense and the loan 
is repaid in 1952, it is obvious that the amount involved should be counted 
only as a national defense expenditure in 1940. 


CHAPTER III 

THE REVENUE PROBLEM 

The foregoing analysis of the influences affecting govern- 
mental expenditures has indicated that by 1952 the total for 
federal, state, and local governments combined is likely to be 
roughly 40 billion dollars. Of this amount, approximately 26 
billions would be financed by the federal government and 14 
billions by state and local governments. Since this projected 
total is some 6 to 8 billions less than estimated expenditures 
for the present fiscal year, the outlook on the surface may 
appear reassuring. Inasmuch as total revenues are currently 
running substantially above expenditures, need there be any 
concern about the situation as projected for 1952? 

Before answering this question, one must consider two 
factors in the situation which may profoundly alter the picture. 
The first relates to the fact that we are now in the midst of 
an intense boom, resulting in a national income higher than 
can safely be counted on as an average over a period of years. 
The second is the widespread conviction that taxes must be 
sharply reduced. In the present chapter we shall attempt to 
indicate the possible impact of these factors upon revenues. 

I. CHANGES IN NATIONAL INCOME AND TAX REVENUES 

Attention is first directed to the effects of even moderate 
changes in production and employment on the volume of na- 
tional income. A reduction of only 10 per cent in production 
and employment would involve — at present levels of activity 
and current prices — a reduction in national income of close to 
20 billion dollars. A reduction of 20 per cent would affect 
national income more than proportionately, because of the 
greater ramifications throughout the economy; the over-all 
reduction in national income might well run as high as 50 to 
60 billions. A 20 per cent decrease in the level of production 
and employment would represent a depression of only minor 
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proportions. It would, for example, be of lesser magnitude 
than the recession that was predicted for 1947 by many fore- 
casters. Though it is hoped that a much higher degree of 
business stability may be achieved in the future than has been 
the case in the past, there can be no certainty that we shall not 
again experience a major depression. 

One may conveniently gauge the relation of national income 
to tax revenues by asking: How would governmental revenues 
in the current fiscal year have been affected if national income 
had been 10 or 20 per cent below the level that has thus far 
prevailed? The all-important fact is that we have a high- 
geared tax system, and in consequence revenues are more 
than proportionately affected by a given decrease — or increase 
— in national income. Though it is impossible to present pre- 
cise estimates, a 10 per cent reduction in national income 
would probably mean a 12 to 14 per cent decline in revenues, 
or 7 to 8 billion dollars; and a 20 per cent decline in national 
income would perhaps involve something like a 30 per cent 
drop in revenues, or 16 to 18 billion dollars. With only a 10 
per cent slump in national income, the present estimated fed- 
eral surplus would have been replaced by a deficit, or at best 
a precarious balance. With a 20 per cent lower national in- 
come, we would have a federal deficit in excess of 10 billion 
dollars. 

If one is to be realistic about the fiscal situation, it must be 
conceded that the extraordinary level of business activity exist- 
ing in 1947, with employment at virtually wartime levels, 
cannot be counted on permanently. Even a comparatively 
modest depression would change the fiscal picture from good 
to bad with startling suddenness. 

In the revenue estimates presented in the following chapters, 
we shall use a national income of 175 billions as a base. This 
figure is only about 1 2 per cent below the present level. Even 
allowing for the growth factor, this is a high figure for a 
representative or average year. 
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THE DEMAND FOR TAX REDUCTION 

In the first two years following the war, taxes have not been 
reduced appreciably/ To meet the financial exigencies of this 
difficult period, the American people have been asked to con- 
tinue their support of government on virtually a wartime basis. 
During recent months, however, demands for substantial tax 
reduction have become increasingly insistent. These demands, 
as we shall see, come from all groups in the body politic. 

In our projection of probable expenditures, account was 
taken of the demands of the people for governmental services. 
Now we must take account of public attitudes with respect to 
taxes. There is an apparent conflict between the demand for 
public services and the desire for tax reduction. 

The demand for tax reduction is based upon a variety of 
considerations. First, there is the view that the American peo- 
ple cannot reasonably be expected to bear permanently a burden 
of taxes comparable to that existing in time of war. This 
consideration implies the necessity of a reduction of federal 
taxes all along the line. A second argument is that a reduction 
of taxes is essential to the maintenance and improvement of 
the consuming power of the masses of the people. A third 
general consideration is that high taxes impede investment, 
especially in risky undertakings. In order to appreciate the 
magnitude of a potential tax reduction program, it is necessary 
to indicate various specific proposals that are now under dis- 
cussion. 

I. A sharp reduction in taxes on lozv incomes. The pro- 
posal commanding the widest popular support is that taxes on 
low incomes should be sharply reduced or eliminated. Because 
of the marked rise in the cost of living, many people doubt 
there is any justification for taxing those in the lowest net 
income brackets. In numerous instances taxes have been paid 
at the expense of savings or have involved drawing on prior 
savings. Though the immediate goal is to increase disposable 

^ The only important exception is the federal excess profits tax, which was 
repealed as of January i, 1946. The decline in federal tax revenues, which 
resulted mainly from repeal of the excess profits tax, was offset in part by 
the upward trend in state and local tax revenues. 
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income of those with small incomes, underlying this pi*oposal 
is the belief that tax reduction is essential in order that con- 
sumption and living standards may be maintained. Closely 
related is the view that a rising level of consumption is essen- 
tial to the continuance of high-level employment. 

Tax relief for those with small incomes might take one of 
three forms: (i) an elimination of income taxes for persons 
with low taxable net incomes; (2) an increase in personal 
exemptions; or (3) a deduction from the amount of tax, as 
computed at prevailing rates. Under the first approach, can- 
celing of income taxes of all persons with taxable net incomes 
of not over v$ 1,000 might possibly be justified. If this step 
should be taken, a federal tax loss of at least 2.4 billion dollars 
would be involved.* 

Under the second approach, personal exemptions might 
be increased from the present figure of $500 to $600 or $700. 
An increase from $500 to $600 would mean combined exemp- 
tions of $1,200 for a married couple and $2,400 for a mar- 
ried couple and two dependent children. A uniform exemp- 
tion of $600 applicable to all taxpayers regardless of income 
would mean a revenue loss of over 1.6 billion dollars. The 
larger figure of $700 would involve a loss of over 3 billion 
dollars.* 

Under the third approach, a stated or determinable amount 
might be deducted by the taxpayer from the computed tax. 
Thus, the recent proposal of the President would provide for 
a cost-of-living adjustment of $40 for each taxpayer plus a like 
amount for each dependent. The revenue loss is estimated at 
3.2 billions.'* 

^ The estimates for revenue losses in this chapter are based on a national 
income including corporate profits taxes of 175 billion dollars. The corre- 
sponding figure for income payments would be roughly i6s billions. At the 
present level of national income, the revenue losses would of course be 
larger. 

® These estimates are comparable to those presented in Individual Income 
Tax Reduction, Hearings Before the Senate Committee on Finance, 80 
Cong. I sess., p. 30. 

^New York Times, Jan. 8, 1948, p. 4. A bill embracing this proposal 
was introduced in the House of Representatives on January 14 by Repre- 
sentative Dingell. New York Times, 
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The cost of living, or consumption, argument obviously also 
applies in varying degrees to all whose taxable incomes are 
below, say, $4,000. A very sharp cut for the first bracket of 
$2,000, say from 19 per cent to 6 per cent, would involve a 
revenue loss of about 4.7 billions; for a reduction to 10 per 
cent the loss would be about 3.3 billions/ For the next bracket 
— $2,000 to $4,000 — a sharp reduction from the present 20.9 
per cent to 10 per cent would involve a loss of over 700 mil- 
lions, while a cut to 14 per cent would mean a loss of about 
450 millions. Smoothing the rate schedule for the next bracket 
— $4,000 to $6,000 — might involve a further loss of 250 to 
300 millions. At the lower rates these reductions would 
aggregate roughly 5.7 billions, and at the higher rates 4 
billions. 

2. A substantial cut in middle-bracket rates. The argument 
for tax reductions for those with incomes of from, say, $6,000 
to $25,000 relates more largely to the impairment of savings 
than to the reduction of consumption. Those who press the 
claim of the middle brackets for tax reduction contend that 
present taxation unduly restricts the flow of investment funds 
into additions to plant and equipment. Tax reductions in these 
brackets are particularly important from the point of view of 
the supply of equity or risk capital.® It is believed that the 
supply of investment money, especially for undertakings in- 
volving substantial risk, may prove inadequate during the next 
few years. 

At present the rates for the middle brackets range from 28.5 
per cent on the increment between $6,000 and $8,000 to 
slightly over 56 per cent on the increment between $22,000 
and $25,000. If these rates were reduced to 16 per cent and 
34 per cent, with appropriate gradations for the brackets be- 

® These estimates assume that all taxable income in the first $2,000 bracket 
remaining after freeing those with taxable incomes of $1,000 or less would 
be taxed at the rates mentioned. If the taxes of those with taxable net 
income of $i,ooo or less should be canceled, a notch provision applicable to 
taxable net incomes just above $i,ooo would be necessary. The notch pro- 
vision would mean a substantial increase in the revenue loss. 

® The bulk of the savings of those in the lower brackets becomes available 
for investment only in seasoned securities, particularly bonds. 
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tween those mentioned, a revenue loss of well over i billion 
dollars Avould be involved. 

Reductions in middle-bracket rates as sharp as those men- 
tioned would obviously call for substantial cuts in the brackets 
ranging from $25,000 to $50,000. Rate gradations ranging 
from 36 per cent for the $26,000— $32,000 bracket to 42 per 
cent for the $44, ooo-$5 0,000 bracket would involve a further 
loss of roughly 450 millions.'' 

3. A top effective rate of 50 per cent. At present the top 
bracket rate is 86.45 cent, though the over-all effective rate 
can in no case exceed 85.5 per cent of net income. The argu- 
ments against rates which absorb the bulk of large incomes 
are twm-fold in character. The first is that the small portion 
of income remaining after taxes tends to destroy incentives 
and does effectively destroy the possibility of accumulating a 
substantial fortune. The second is that the great reduction of 
savings margins in the higher income levels serves to dry up 
sources of funds formerly available for investment and for 
the support of eciucational and philanthropic institutions. Un- 
der present conditions, many wealthy individuals are drawing 
upon principal. 

At present, the average effective rate on taxable net income 
reaches 50 per cent at a little less than $48,000. Adoption 
of a maximum effective rate of 50 per cent would involve a 
revenue loss of approximately 750 million dollars. 

Under an alternative plan, the top bracket rate might be 
limited to 50 per cent, wfith a somewhat lower average effective 
rate. This proposal is based on the thought that it is the top 
bracket rate rather than the average rate which directly affects 
incentives. On the basis of the present rate schedule, the 
revenue loss under this plan would be slightly over i billion 
dollars.® 

'^Including taxable income between $25,000 and $26,000, this estimate 
would probably be in excess of 475 millions. 

® Of the two estimates, only the first — 750 millions— can be added to the 
previous estimates in order to get the approximate combined revenue loss. 
The element of overlapping is in this case very slight ; this follows from the 
fact that the average effective rate of 50 per cent is reached at just under 
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4. Equity and the community property principle. Certain 
western and southwestern states have long had what is known 
as the community property system. Underlying this system 
is “the concept of the marital relationship — the doctrine that 
since both spouses contribute to the economic gains which 
accrue to the couple after marriage, they have equal rights to 
them.’’” As a result, married taxpayers in these states having 
taxable incomes in excess of $2,000 pay lower taxes than those 
with the same incomes in other states. This problem was not 
regarded as of major importance as long as tax rates were 
moderate and only eight or nine states had the community 
property system. Since 1940, however, the system has been 
extended to Pennsylvania,^ Michigan, Nebraska, and Oreg^, 
and other states are giving the matter serious consideration. 

A tax structure that will yield equitable results, regardless 
of state provisions governing the allocation of income to a 
spouse, has come to be regarded as a prime necessity. The 
method most widely suggested would involve a division of 
income between married taxpayers in all states. The Treasury 
has estimated that if such a splitting of income were made 
optional in all states, there would be a revenue loss of about 
750 million dollars.” 

5. Reduction of corporate income tax rates. Prior to the 
war the rate for the corporate income tax was 19 per cent, but 
credits for dividends and special rates for small incomes 
brought the average effective rate to a somewhat lower figure. 
During the "war the basic rate was raised to 40 per cent, with 


$48,000, while our previous estimate took into account net income up to 
$50,000. Because of considerable overlapping, the larger estimate of over 
one billion should not be added to that for the estimated loss resulting from 
a reduction in rates on incomes in the range of $25,000 to $50,000. 

® U. S. Treasury Department, The Tax Treatment of Family Income 
(mimeo.), June 1947, p. i. There is considerable variation in detail among 
the systems in use in the several states. 

“ The Pennsylvania law was declared unconstitutional by the Supreme 
Court of that state on Nov. 26, 1947. 

^^The exact figure is 743-5 millions. U. S. Treasury Department, TAe 
Tax Treatment of Family Income, p. v. The Treasury’s estimate assumes 
income payments of 166 billions. 
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somewhat lower rates for small incomes. The basic rate has 
since been reduced to 38 per cent. 

Demands for a reduction in corporate income tax rates are 
based principally on the belief that the corporate income re- 
maining after taxes will be insufficient to cover minimum divi- 
dend requirements and provide for expansion. This problem 
is not acute so long as peak volume production exists; it might 
become serious with any considerable decline in the rate of 
business activity. It is emphasized in this connection that the 
“break-even point” in corporate operations is now very much 
higher than it was before the great advance in wage rates and 
raw material costs occurred. 

jA reduction in the basic rate to the prewar level, with cor- 
responding reductions for small incomes, would involve a rev- 
enue loss of something like 4 billion dollars. This figure is 
based on an effective tax base of 20 billions before federal 
income tax — a figure well below the present exceptionally high 
level. 

A related proposal is that taxpayers should be permitted 
greater discretion wnth respect to depreciation allowances. 
This argument is based upon the fact that replacement costs 
have risen sharply. Since such a change would presumably 
be at the expense of a reduction in corporate tax rates of sev- 
eral percentage points, the loss of revenue need not be figured 
separately. 

6. Lower taxes on consumption. The major reason ad- 
vanced in favor of a marked reduction in or the elimination of 
federal taxes on consumption is that such taxes fall most 
heavily on persons wfith low incomes. The items taxed include 
— in addition to furs, jewelry, and other luxuries — automo- 
biles, trucks, automobile accessories, gasoline, refrigerators, 
radios, transportation, communications, and liquors and to- 
bacco. For revenue reasons most of those favoring repeal of 
federal excises would agree to continue the taxes on liquors 
and tobacco, and perhaps gasoline. If all other federal excises 
^¥ere discontinued, the revenue loss would be approximately 3 
billion dollars. 
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Those favoring minimum reliance on consumption taxes by 
the federal government regard state and local excises as equally 
undesirable. In particular, general or retail sales taxes are 
regarded with disfavor and their repeal is strongly urged. If 
all state and local sales taxes other than those on liquor and 
tobacco and gasoline were repealed, the revenue loss would 
run from i to i .5 billion dollars. 

If all the tax reduction proposals discussed above were 
adopted, the loss of revenue — ^with allowance for overlapping 
— would be somewhere between 16 and 20 billion dollars. Of 
this total, roughly 15 to 18 billions would be federal revenues. 
It should be emphasized that these estimates are based on a 
national income of 175 billions. Since at this level of income 
the federal budget would be approximately in balance at pres- 
ent tax rates, it follows that any such series of tax reductions as 
the above would, if adopted, leave us with an enormous deficit. 

In the light of this analysis of the two major factors affect- 
ing government revenues, the outlook for fiscal stability over 
the next five years is in reality far from reassuring. On the 
one hand, extensive reductions in taxes could result in a large 
deficit even with national income continuing at a high level. 
On the other hand, a moderate reduction in national income, 
with tax rates remaining at present levels, would produce a 
substantial deficit. Moreover, if national income should de- 
cline sharply, demands for tax reduction would become the 
more insistent. At the same time, certain types of expendi- 
ture would expand rapidly. 

Since the government is committed to the principle of main- 
taining fiscal stability, the alternatives before the American 
people are as follows: (i) to forego a substantial portion of 
the tax reductions desired; or (2) to restrict the level of pub- 
lic expenditures. The necessity of choosing between these 
alternatives could be escaped only in the event that a solution 
is found to the problem of business fluctuations and if we 
should continue to have a rapidly rising national income. 
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If expenditures should remain at as high a level as the 
trends discussed in preceding chapters indicate, what general 
level of taxes would be necessary to make ends meet? In 
the next three chapters we shall endeavor to show what would 
be involved in a tax system to meet such a level of expendi- 
tures. 


CHAPTER IV 

FEDERAL TAXES AND OTHER REVENUES 

In this chapter we shall indicate the kind of a federal tax 
system that would be necessary in the years ahead if federal 
expenditures are at the 26 billion dollar level indicated in 
Chapter II. ITow might the projected requirements be appor- 
tioned among the several sources of federal revenue? What 
tax rates would be necessary to yield the amount of revenues 
required to maintain a balanced budget? 

Several assumptions underlying this analysis should be made 
clear at the outset. First, it is assumed that no new federal 
taxes of major revenue importance will be adopted. Second, 
it is assumed that such rate adjustments as may be feasible by 
reason of reduced expenditures over the next five years will 
be restricted mainly to income taxes. Third, the tax figures 
for 1952 are based on an assumed national income of 175 
billions before deduction of corporate income taxes. As 
indicated in the preceding chapter, this is a high figure for a 
representative or average year. 

The revenue pattern at which we arrive for the year 1952 is 
shown in the table on page 64. For purposes of comparison, 
data are also presented for the years 1940 and 1946. It should 
be kept in mind that the revenue figures in this study are pre- 
sented on a cash basis. 

I. INCOME TAXES 

Under the revenue program indicated on p. 64, the federal 
government would rely on income taxes for something like 
17.4 billions^ for the fiscal year 1952. Income taxes would 
represent about two thirds of all federal revenues other than 
pay-roll taxes credited or transferred to trust funds. The 
total of 17.4 billions is over eight times income tax collections 
for the fiscal year 1940, the last prew^ar year not affected by 

^ This figure is net after refunds. Throughout this study tax refunds are 
treated as deductions from revenues rather than as expenditures. 
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the impending war. Income tax collections for 1940 were 
2.1 billions, or roughly 40 per cent of federal revenues. 

Since the distribution of aggregate federal income taxes be- 
tween the individual and corporate taxes for a year four or 
five years hence is surrounded with considerable uncertainty, 
two different approaches will be considered. Under the first 
approach, it will be assumed that the present form of income- 
tax structure will be retained, and that a high-rate corporate 


Federal Taxes akd Other Revenues, Estimates for the Fiscal Year 1952 
Compared With 1940 and 1946 
(In millions of dollars) 


Source 

1940 

1946 

1952 

Internal revenue taxes: 

Corporate income tax a 

1,139 

12.553 

5,000 

Individual income tax 

982 

18,704 

12,400 

Estate and gift taxes 

360 

677 

975 

Liquor taxes 

624 

2.526 

2.000 

Tobacco taxes i 

608 

1,166 

1,400 

Manufacturers’ excises 

447 

923 

1,650 

Retailers’ excises 


492 

300 

Stamp taxes 

39 

88 

85 

Miscellaneous taxes 

157 

1,490 

850 

Unemployment taxb 

106 

179 

190 

Capital stock tax^ 

133 

352 


Total internal revenue taxes 

4,595 

39,150 

24,850 

Less refunds d 

—74 

—3,104 


Less adjustment “ 

—14 

+ 280 


Net total internal revenue taxes 

4.507 

36,326 

24.850 

Customs less refunds 

■332 

426 

550 

Total taxes 

4.839 

36,752 

25,400 

Miscellaneous receipts 

322 

3,256 f 

640 

Total taxes and miscellaneous receipts 

5,161 

40.008 

26,040 


2 The distribution between corporate and individual income taxes for 19S2 is 
that under the first approach. See p. 65. The amount shown for the corporate 
income tax for 1940 includes 18.5 millions from the declared-value excess profits tax; 
the figure for 1946 includes 7.9 billions of excess profits taxes. 

b Includes only the federally collected portion of the tax for unemployment com- 
pensation purposes imposed on employers of eight or more persons. 
cThis tax was repealed with respect to years ending after June 30, 1945. 
d Refunds are not available by classes of taxes. 

®Data for internal revenue collections by classes are available only on the reports 
of collections basis. This adjustment is necessary to bring the total into conformity 
with that in the U. S, Treasury Department, Combined Statement of Receipts, Ex- 
penditures and Balances of the United States (1940) and (1946). 
f Partly estimated. 
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income tax will continue to be imposed. Under the second 
approach, a sharply different income tax structure is envisaged, 
with the corporate income tax relegated to a relatively minor 
position." 

First Approach 

Our estimates under the first approach are 5 billions for the 
corporate income tax and 12.4 billions for the personal income 
tax. 

Corporate income tax. The figure of 5 billions is based 
on corporate profits of 20 billions and an average effective 
rate of 25 per cent. The estimate of 20 billions we shall re- 
gard as the actual base for the federal tax.® That is, this total 
is assumed to be net of those state income taxes which are 
deductible for federal tax purposes, but it includes the portion 
of intercorporate dividends not offset by the 85 per cent credit. 

The total of 5 billions assumes a reduction of about ii 
percentage points in present rates for the corporate income tax. 
That is to say, the basic rate which is now 38 per cent‘‘ would 
be reduced to 27 per cent. The comparable average effective 
rate on all taxable corporate income would be about 25 per 
cent, as compared with roughly 36 per cent at present.® The 
difference between the basic rate and the average effective rate 
is accounted for in part by the preferential rates for incomes 
of $50,000 or less to which we next refer. The additional 2 

® With perhaps only a single important exception, treatises on postwar tax 
policy have concluded that the corporate income tax should be de-empha- 
sized or discontinued. The exception here referred to is The Twin Cities 
Research Bureau, Postwar Taxes (1944), pp. 12 fE. 

® Before selecting 20 billions for corporate profits before federal income 
taxes, profits and related data for the past decade were carefully examined. 
This figure is below the level of 1942-45, when heavy excess profits, taxes 
were imposed. It is also lower than profits for 1946. With the national 
income at 175 billions, profits after federal income taxes would represent 
only a slightly larger proportion of national income than in 1940. 

The normal rate is 24 per cent and the surtax is 14 per cent. 

" In an analysis made by the Treasury Department in 1945, the indicated 
difference between the basic rate and the average effective rate was roughly 
2 percentage points. See Revenue Act of 1945^ Hearings before the Senate 
Committee on Finance, 79 Cong, i sess., p. 46. The difference here 
referred to will of course be influenced by whether or not the additional 
rate of 2 percentage points for consolidated returns is continued. 
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percentage points for incomes reported on consolidated returns 
is of course an offsetting factor. 

Rates for corporations with incomes of $50,000 or less 
would be reduced by perhaps 8 to 10 percentage points. Pres- 
ent rates are 21 per cent on the first $5,000, 23 per cent on 
the next $15,000, 25 per cent on the next $5,000, and 53 per 
cent on the next $25,000. The latter is a “notch” rate. It 
results in an increasing average effective rate on total incomes 
in the range of $25,000 to $50,000; for example, the average 
effective rate on a net income of $49,900 is 37.97 per cent.® 

Personal or individual income tax. The total of 12.4 billions 
for individual income taxes seems enormous, when compared 
with prewar figures. It is over 12 times individual income tax 
collections in 1940 and more than two and a half times as large 
as all federal taxes for that year. If income payments should 
amount to 165 billions,’' federal personal income taxes would 
represent roughly 7.5 per cent of the combined money incomes 
of the people. 

It does not follow, of course, that the average rate on taxa- 
ble income would be as low as 7.5 per cent. Considered 
together, personal exemptions, incomes not returned because 
they are below the exemption levels, deductions on taxable 
returns, exempt income, and iinreported income result in an 
enormous difference between income payments and taxable 
income. For example, the ratio of taxable income to income 
payments was 32 per cent for 1942. Income payments for 

“The present notch bracket of $25,000 is inordinately large and the notch 
rate is extremely high. The marginal rate on income between .$25,000 and 
$50,000 is 53 per cent. This results from the substantial spread between 
23 per cent, the average rate on an income of $25,000, and the basic rate of 
38 per cent, 

^ In the present study we use the concepts income payments and national 
income employed by the Department of Commerce prior to July 1947. Our 
reasons for not using the new concept of personal income are: (i) various 
references are made to Treasury estimates based on income payments; (2) 
monthly data which permit the derivation of figures for completed fiscal 
years and portions of a year are available only for income payments; and 
(3) the concept of income payments is more generally understood. The 
differences between “income payments” and “personal income” are fully set 
forth in U. S. Department of Commerce, National Income: Supplement to 
Sm’vey of Current Business, July 1947. 
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that year were 117.3 billions/ and taxable income was only 
about 37.5 billions.® 

In recent years the ratio of taxable income to income pay- 
ments has increased. Investigations by the Treasury Depart- 
ment indicate that with income payments at 166 billions, taxa- 
ble income of 69 billions or about 41.5 per cent of income 
payments can be expected under the present tax law.“ Since 
the comparable proportion for 1942 was 32 per cent, the 
relative increase is roughly one third. The sharp rise in in- 
come payments is the major reason for this increase. Given 
a fairly low level of exemptions, a relatively large portion of 
any increase in income payments will be reflected in taxable 
income. Reductions in exemptions also contributed to the rise 
in the ratio. 

The ratio of taxable income to income payments for the 
early 1950’s will be strongly influenced by the level of national 
income and personal exemptions. In our approximations, it 
will be assumed that income payments will be 165 billions and 
that exemptions will remain at present figures. On this basis, 
a ratio of taxable income to income payments of 42.5 per cent 
would seem to be a reasonable expectation.^ This would mean 

® U. S. Department of Commerce, Survey of Current Business j February 
1946, p, 8. 

“ U. S. Treasury Department, Statistics of Income 1942, Pt. i, pp. 92-93. 
The net income reported on individual income-tax returns (including those 
of fiduciaries) was 67 billion dollars, or roughly 57 per cent of income pay- 
ments. Of this total, personal exemptions and credits for dependents ac- 
counted for 29.5 billions, leaving a surtax base of about 37.5 billions. 
Because of earned income credits allowed in 1942, taxable income subject 
to the normal tax was only about 31.7 billions. 

Individual Inco 7 ne Tax Reduction, Hearings before the Committee on 
Ways and Means, 80 Cong, i sess., p. 28. Earlier estimates by the Treas- 
ury Department indicated taxable income of 43.5 billions and a ratio of 33.5 
per cent, with income payments at 130 billions. Revenue Act of 1945, Hear- 
ings before the Senate Committee on Finance, 79 Cong, i sess,, p. 47. 
Estimates by the Committee for Economic Development indicate a postwar 
ratio of 42.5 per cent, with the national income at 140 billions and income 
payments at 135-2 billions. A Postwar Federal Tax Program for High 
Employment (1944), p. 43. 

Since recent Treasury estimates are based on a ratio of slightly less 
than 42 per cent with income payments at 166 billions, this figure may seem 
optimistic. With continued efforts to reduce the volume of taxable income 
escaping taxation, there will be some tendency for the ratio to rise. 
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total taxable income of 70 billions.^ In order to obtain 12.4 
billions of revenues, this income would have to be taxed at an 
average rate of 17.7 per cent. This is the flat rate that would 
be necessary if the personal income tax were a proportional 
tax rather than one imposed at progressive rates. 

A standard rate of something like 1 5 per cent“ would be 
necessary for the personal income tax. This rate would rep- 
resent a decline of over one fifth from the present first-bracket 
rate of 19 per cent.“ On the other hand, 1 5 per cent is a very 
high figure compared with prewar years. It would be almost 
four times the rate applicable to the first $4,000 of taxable 
prewar income. On incomes for 1938, 1939, and 1940, the 
normal tax was only 4 per cent, and the first $4,000 of surtax 
net income was not subject to surtaxes.'® 

Recent developments suggest that low net incomes may be 
taxed at preferential rates. If there is one certainty in the 
present picture, it is that when further reductions in personal 
income taxes are approved, taxpayers with small incomes will 
receive relatively larger reductions than those with higher 
incomes. This might be done in either of two ways : ( i ) by 
providing a special rate or rates for taxpayers with taxable 
incomes of not more than specified amounts; or (2) by estab- 
lishing a somewhat lower standard rate (or comparable de- 
ductions from computed taxes) for the first bracket of taxable 
income. In preparing our estimates, it has been assumed that 
the second method will be employed. Accordingly, a rate of 

^ The difference between 165 billions and 70 billions would be accounted 
for by deductions on taxable returns, personal exemptions, a large volume 
of income below exemptions, and income not reported or exempt from 
income tax. 

“ Under the form of rate schedule used in earlier years this would be the 
normal rate, with all surtaxes given as extra or additional rates. Because 
of the peculiar use of “normal” in connection with the corporate rates in 
recent years, among other reasons, “standard rate” seems preferable to 
“normal rate.” 

“ The nominal rate is 20 per cent, but a credit of 5 per cent of computed 
taxes is allowed. 

On 1940 incomes there was an additional defense tax equal to approxi- 
mately 10 per cent of the computed tax. 
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13 percent has been used for the first $1,000 of taxable in- 
come/® 

From a revenue standpoint, the standard rate is of prime 
importance. Thus a standard rate of 15 per cent, with a 
special rate of 13 per cent for the first $1,000 of taxable in- 
come, imposed on a taxable income of 70 billions would pro- 
duce revenues of 9.8 billions. The great importance of the 
lower taxable income brackets is also clearly indicated by the 
table on page 70. According to our estimates, the first two 
brackets of $1,000 each would account for about 70 per cent 
of all taxable income reported on individual returns and over 
one half of all personal income taxes. A large proportion of 
all taxpayers report taxable incomes of not over $2,000.” 

The significance of the lower brackets — and taxpayers with 
small incomes — is enhanced, when one considers that they are 
by far the most stable element in the tax base. This follows 
from the fact that the income consists very largely of wages 
and salaries; dividends and capital gains which fluctuate widely 
are relatively unimportant. The fact that high incomes can 
fluctuate substantially and still exceed the first-bracket limits is 
also a major factor making for stability.” 

If 9.8 billions should be obtained from the standard rate 
of 15 per cent, together with the special rate for the first 
$1,000, the requirement for surtaxes — or rates in addition to 
the standard rate — becomes 2.6 billions. This figure repre- 
sents approximately one fifth of the estimated revenues from 
personal income taxes. With exemptions at a low level and 

^®The system here envisaged is roughly comparable to that used for 1933 
and earlier taxable years. Thus, for the taxable years 1932 and 1933 the 
normal rate on the first $4,000 was 4 per cent, and the rate on all taxable 
net income above $4,000 was 8 per cent. 

all married taxpayers should be granted the privilege of dividing 
their income between husband and wife for tax purposes, the lower taxable 
income brackets would become of even greater relative importance. This 
privilege is now restricted to taxpayers in the community property states. 
In this connection, see U. S. Treasury Department, The Tax Treatment of 
Family Jncome (mimeo.), June 1947- 

Harold M. Groves, Postwar Taxation and Economic Progress (19^6), 
p. 176. In Groves’ opinion the only alternative to an adequate standard 
rate is irrational forms of taxation. 
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Estimated Taxable Net Income and Personal Income Taxes by Income 
Brackets, 1951 or 1952 a 


Taxable Net 
Income Bracket 
(In thousands 
of dollars) 

Taxable 

Net Income ^ 

Tax Rates 
(Per cent) 

Total 
Taxes 
(In mil- 
lions of 
dollars) 

Millions 

of 

Dollars 

Per Cent 
of 

Total 

Standard 

Tax 

Surtax 

Combined 

Rate 

0-1 

35.350 

50.5 

13 


13 

4,S96 

1-2 

13.650 

19.5 

15 


IS 

2,047 

2-4 

6,580 

9.40 

15 

2 

17 

1,119 

4-6 

2,569 

3.67 

15 

4 

19 

488 

6-8 

1.736 

2.48 

15 

6 

21 

365 

8-10' 

1.281 

1.83 

IS 

8 

23 

295 

10-12 

987 

1.41 

1 15 

10 

2S 

247 

12-14 

791 

1.13 

15 

12 

27 

214 

14-16 

651 

.93 

IS 

14 

29 

189 

16-18 

553 

.79 

IS 

16 

31 

171 

18-20 

469 

.67 

IS 

18 

33 

ISS 

20-22 

413 

.59 

IS 

20 

35 

14S 

22-26 

602 

.86 

IS 

22 

37 

223 

26-32 

686 

.98 

IS 

24 

39 

268 

32-38 

497 

.71 

IS 

26 

41 

204 

38-44 

392 

.56 

IS 

28 

43 

169 

44-.50 

322 

.46 

IS 

30 

45 

14S 

50-60 

385 

.55 

IS 

32 

47 

181 

60-70 

294 

.42 

IS 

34 

49 

144 

70-80 

217 

.31 

15 

36 

51 

111 

80-90 

203 

.29 

15 

38 

53 

108 

90-100 

168 

.24 

15 

40 

55 

92 

100-150 

378 

.54 

15 

42 

57 

215 

150-200 

196 

.28 

15 

44 

S9 

116 

Over 200 

630 

.90 

15 

46 

61 

384 

Total 

70,000 

100.00 




12,391 


a Income taxes collected during the fiscal year 19S2 would be based mainly on 
returns for the taxable year 1951. Plowever, income taxes withheld would include 
taxes paid on account of income reported on both 1951 and 1952 returns. 

^This distribution is based primarily on the distribution in Individual Income 
Tax Hearings before the Committee on Ways and Means, 80 Cong., 1 

sess., p. 29. 

a high standard rate, a sharp change — compared with prewar 
years — in the distribution of total individual taxes between 
the standard tax and surtaxes is inevitable. 

Raising 2.6 billions from the surtax schedule would require 
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dipping far down in the income scale. The brackets of taxable 
income subject only to the standard rate would have to be held 
within narrow limits, certainly no more than the first $2,000. 
Examination of the distribution of net income reported on 
returns for earlier years, together with the current estimates 
of the Treasury, indicates clearly that no other alternative is 
available if the required revenues are to be obtained. More 
or less complete abandonment of the idea that the income tax 
can retain the characteristics of a class tax would be necessary. 

A distribution of taxable income and personal income taxes 
by income brackets is shown in the table on page 70.'“' This 
table should not be regarded as a forecast of the taxes that 
will be borne by the several income brackets. Rather, the 
object is merely to indicate the nature of the problem involved 
in raising over 12 billions from personal income taxes. 

Second Approach 

We next consider what would be involved if the rates for 
the corporate income tax should be reduced to a much lower 
level than was suggested by the preceding analysis. Specifi- 
cally, it will be assumed that the place of the corporate income 
tax in the postwar tax structure will correspond with that pro- 
posed in an earlier study. Under the plan there suggested, 
the objective would be a reduction in the basic corporate tax 
rate from the wartime level of 40 per cent to a rate in the 
range of 5 to 10 per cent. This tax would be in the nature 
of a surtax or special tax; in addition, the standard rate would 
be collected on corporate income at the source."^ 

Corporate income tax. Under this approach, the rate for 
the corporate tax might be 8 per cent. If the tax base should 
be 20 billions, a rate of 8 per cent would yield revenues of 1.6 

^"The total amount distributed in this table is slightly less than 12.4 
billions. 

* Lewis H. Kimmel, Postwar Tax Policy and Business Expansion (1943), 
pp. 12 ff. 
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billions."*" This figure is less than one third of the estimate 
under the first approach. 

Standard tax collectible at source. Since the standard rate 
for the income tax would be collected at the source, the addi- 
tional amount collectible from corporations on account of this 
rate will be considered at this point. With 3.4 billions less 
obtained from the corporate tax than under the first approach, 
a standard rate of perhaps 17 per cent for the income tax 
proper would be required. At this rate an additional amount 
of about 3,130 millions would be collected directly on cor- 
porate profits.®^ 

If one third of the net profits of 18.4 billions after payment 
of the special corporate tax should be retained, one third of 
the standard tax or roughly 1,040 millions would be charge- 
able to retained earnings. This part of the tax would be in 
the nature of an undistributed profits tax. The other two 
thirds would properly be regarded as withheld taxes and would 
be claimed by recipients of dividends®® as credits against their 
computed taxes.®" 

Personal or individual income tax. With total income taxes 
at 17.4 billions, the amount to be derived from taxes on indi- 

It will be observed that we have used the same estimates for profits as 
under the first approach. To the extent that the corporate income tax has 
been shifted, a substantially lower rate would tend to bring about lower 
profits before taxes. Though there might be some justification for reducing 
profits before taxes on the assumption that part of the tax has been shifted, 
such a procedure would be decidedly arbitrary. There is no reason to 
believe that adjustment to the changed situation would be completed during 
the fairly short period with which we are here concerned. 

This estimate assumes that the base to which this rate applies would be 
18.4 billions or total profits less the special corporate tax of 8 per cent. If 
the corporate tax were imposed as a business tax, deduction of this tax in 
arriving at the base for the standard tax would represent the only logical 
procedure. Indeed, deduction of the special corporate tax before computing 
the standard tax would be essential if the allocation of the latter tax to 
dividends and undistributed earnings were to be effected on the basis of the 
standard rate. 

No allowance is here made on account of dividends received by corpora- 
tions or by those with incomes so low that an income tax is not required. 

Under this plan dividends would be declared on a basis that includes 
the standard tax, and net dividends would equal gross dividends less this 
tax. Gross dividends would be reported for individual income taxes, and 
appropriate credit would be taken for the taxes withheld at the source. 
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vidiial mcomes^’ becomes about 14.8 billions. This figure is 
obtained as follows : 


(Millions of dollars) 

Total income taxes 17,400 

Less: Corporate tax 1,600 

Standard tax on retained earnings 1,040 2,640 

Personal income tax 14,760 

On the basis of taxable income of 70 billions,"® the same 
amount as under our first approach, an average rate of 21.1 
per cent would be required. Under this approach a standard 
rate of 17 per cent might be imposed, with the rate for the 
first $1,000 also 2 percentage points above that in the table 
on page 70. In this event, the standard rate (including 
the special rate of 1 5 percent for the first $1,000) would yield 
about 1 1.2 billions."' The remainder of roughly 3.6 billions 
would be obtained from the surtax schedule, or rates in addi- 
tion to the standard rate. 

The distribution of the total income-tax requirement under 
the second approach is shown in the following tabulation; 

(Millions of dollars) 


Corporate income tax at 8 per cent 1,600 

Standard tax of 17 per cent on retained 

corporate earnings 1,040 

Taxes on personal incomes: 

Standard tax withheld at source on 

dividends 2,ogo 

Standard tax on all other income, . . . 9,110 1 1,200 

Surtaxes on personal incomes 3,S6o 

Total income taxes I7>400 


® Income payments to individuals would include all withheld personal 
income taxes on dividends as well as on wages and salaries. 

“ It is recognized that taxable income might be somewhat larger than this 
figure, because of the changed situation with respect to the corporate income 
tax. However, assuming no reductions in prices by reason of the lower 
corporate tax, the maximum increase in taxable income would probably not 
be much over i billion dollars. 

Of this amount, 2,090 millions would be withheld from dividends and 
paid directly to the Treasury. 
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II. ESTATE AND GIFT TAXES 

The 1952 estimate for estate and gift taxes under the rev- 
enue program on p. 64 is 975 millions. This figure is over 
two and one half times the yield for 1940, 

Revenues from estate and gift taxes have shown a marked 
upward trend in recent years. For the fiscal year 1947 the 
yield was 779 millions, an increase of more than 100 millions 
over 1946. Collections for 1944 were 511 millions, and for 
1945 they were 643 millions. In 1940 only 360 millions was 
obtained from these taxes. 

The present upward trend in revenues from these taxes is 
mainly a result of three factors. First, there is the higher 
level of values; adjustment to the new level, however, will 
doubtless be very gradual. Second, the enormous rise in hold- 
ings of government securities and liquid savings during the 
war years has tended to bring about an increase in the dollar 
value of decedents’ estates. A third factor is the trend to- 
wards more effective administration, especially the closing of 
various means of escape.®® 

in. LIQUOR AND TOBACCO TAXES 

The liquor and tobacco taxes have long been the most pro- 
ductive federal excises. Originally, these commodities were 
selected as tax objects because their consumption was widely 
regarded as harmful. While the sumptuary argument is still 
advanced in justification of the high rates imposed, the rev- 
enues derived are the paramount consideration. 

Liquor taxes. Under the revenue program in the table on 
page 64, liquor taxes would amount to about 2 billions for 
1952. This figure is more than three times 1940 revenues. 

^With this factor — among others — in mind, Roswell Magill included i 
billion dollars for estate and gift taxes in his postwar estimates prepared 
in 1943' The Impact of Federal Taxes (1943), p. 41. 

The integration of the federal estate and gift taxes has been recently 
proposed. See Federal Estate and Gift Taxes (1947). This is a joint study 
prepared by the Treasury Department’s Advisory Committee on Estate and 
Gift Taxation and the Office of the Tax Legislative Counsel, with the 
co-operation of the Division of Tax Research and the Bureau of Internal 
Revenue. 
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As a result of increases in rates and high consumption, rev- 
enues rose sharply during the war years. Between 1940 and 
1943 revenues more than doubled. For 1943 the total was 
slightly over 1.4 billions, while for 1945 it was 2.3 billions. 
The corresponding total for 1946 was over 2.5 billions, and 
that for 1947 was slightly under this figure. 

The figure of 2 billions assumes that the special war rates 
effective April i, 1944 will be continued through the fiscal 
year 1952. The Revenue Act of 1943 provided for increases 
from $6 to $9 per proof gallon of distilled spirits, and from 
$7 to $8 per barrel of fermented malt liquors. The increase 
for most wines was equivalent to 50 per cent. The 1943 act 
provided that these rates should remain in effect for six months 
(or slightly more) after the end of hostilities was officially 
proclaimed. Under more recent legislation, however, they 
will be continued indefinitely."'’ 

On the other hand, consumption may run well below the 
recent peak. During the war and immediate postwar years 
consumption was probably abnormal in some respects. At any 
rate, this is strongly suggested by the sharp decline in retail 
sales in the first half of the calendar year 1947, a period of 
substantially full employment and high incomes. As a conse- 
quence of this decline, federal collections dropped sharply. 
For the April-June quarter, they were only 479 millions, as 
compared with 627 millions for the same quarter of 1946.'” 

Tobacco taxes. The 1952 revenues from the federal to- 
bacco excises shown in the table on page 64 are 1.4 billions, 
or more than double the 1940 total. 

During the war years revenues from the tobacco taxes 
mounted rapidly. Compared with the 1940 total of 608 mil- 
lions, revenues for 1944 were 989 millions. A slight decline 

^Public Law 17, 80 Cong, i sess. 

^'The sharp decline in sales and consumption at a time when incomes 
have been unusually high raises a question whether combined federal and 
state tax rates may not in many cases have risen beyond the point of dimin- 
ishing returns. Another possibility is that the decline in war-period tensions 
has contributed to reduced consumption. Perhaps both factors are of some 
significance. 
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in the following year was attributable to the cigarette shortage 
in the spring and early summer of I94S- ^94^ revenues 

amounted to about i,i66 millions, and for 1947 they were 
1,238 millions. 

There have been two main reasons for the sharp increase 
in revenues. First, consumption — especially of cigarettes — 
increased enormously under wartime conditions. Second, the 
rate on standard-sized cigarettes was increased from $3.25 to 
$3.50 per 1,000 by the Revenue Act of 1942. The tax on 
standard-sized cigarettes'' produced over 92 per cent of all 
revenues from tobacco taxes in the fiscal year 1947. 

IV. MANUFACTURERS’ AND RETAILERS’ EXCISES 

There are two sharply divergent points of view with respect 
to the role of the federal manufacturers’ and retailers’ excises. 
According to one school of thought, these taxes — with the 
possible exception of the gasoline tax — should be repealed. 
Those favoring this course stress the fact that these taxes 
represent heavy burdens on consumption. Most taxes based 
on sales, it is claimed, should be discontinued in the interest 
of maintaining high-level consumption. Exception would be 
made only for taxes on liquor and tobacco — and perhaps 
gasoline. 

The opposing view emphasizes that a broad group of fed- 
eral excises is desirable — for two reasons. First, it is said that 
the large revenue needs of the postwar years will make it 
impracticable to rely almost exclusively on income taxes, to- 
gether with the estate and gift taxes and the liquor and tobacco 
taxes. Second, it is argued that well-chosen taxes on sales or 
consumption contribute to revenue stability, since under ad- 
verse economic conditions sales do not decline as rapidly as 
net income. 

“^Technically, there is no such thing as a standard-sized cigarette. For 
tax purposes cigarettes are classified between those weighing no more than 
3 pounds per thousand and those weighing more than 3 pounds per thousand. 
That the larger cigarettes are of almost negligible importance is indicated 
by the fact that revenues for 1947 amounted to less than $6,300, as com- 
pared with 1,145 millions for small cigarettes. 


MANUFACTURERS' EXCISES 


77 


Recent developments suggest that the second point of view 
is likely to prevail. Faced with revenue requirements that are 
enormous by earlier peacetime standards, it does not appear 
likely that the Congress will eliminate many of the most pro- 
ductive excises and reduce others to the barest minimum. The 
fact that reliance has been placed on manufacturers’ excises 
for a substantial volume of revenues continuously since 1932 
re-enforces this view. 

Manufacturers^ excises. This excise group includes taxes 
on gasoline, lubricating oils, automobiles and trucks, automo- 
bile parts and accessories, tires and inner tubes, mechanical 
refrigerators, radio receiving sets, and electrical energy, to- 
gether with other minor commodities. Under the revenue 
program in the table on page 64, the yield of these taxes is 
placed at 1,650 millions for 1952. 

Manufacturers’ excises have shown a sharp upward trend. 
Revenues for 1940 were 447 millions. The comparable totals 
for 1945 and 1946 were 783 millions and 923 millions, while 
that for 1947 was 1,425 millions. Although revenues from 
taxes on automobiles and trucks and other consumers’ durables 
declined precipitately during the war years, 1945 collections 
for the entire group of taxes w'ere roughly 75 per cent above 
those for 1940. Rate increases were primarily responsible for 
this upward trend. The sharp rise in 1946 and 1947 was 
accounted for mainly by the mounting yields of the automotive 
excises following the restoration of peacetime production. 

Retailers’ excises. Sales of furs, jewelry, toilet preparations, 
and luggage are subject to federal excises at the retail level. 
These taxes were primarily a development of the war years. 
No levies in this category were imposed in 1940, but there was 
a manufacturers’ tax on toilet preparations.”® 

From the modest total of 80 millions for 1942, revenues 
increased sharply, reaching a peak of 514 millions for 1947. 
Rate increases enacted in 1943 contributed importantly to the 
rising yield. Under the provisions of the act continuing special 

®®The 1940 yield of this tax was less than 8 millions. 
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wartime rates for excises, these taxes are continued indefinitely 
at the wartime rates. There is reason to believe, however, 
that the rates for some of these taxes will soon be reduced or 
the form of taxation changed. Accordingly, only 300 millions 
has been included for 1952 for this group of taxes. 

V. OTHER INTERNAL REVENUE TAXES 

Under this heading we consider : ( i ) miscellaneous excises ; 
(2) stamp taxes; and (3) the unemplo5mient tax. 

Miscellaneous excises. The principal taxes in this group 
are those on transportation of persons and property, admis- 
sions, and communications. Other taxes of lesser revenue im- 
portance include those on club dues and initiation fees, trans- 
portation of oil by pipe line, coin-operated devices, and the 
special tax imposed under the Sugar Acts of 1937 and 1948. 

Revenues increased enormously during the war years, mainly 
as a result of the addition of new tax objects and higher rates. 
From a total of 157 millions for 1940, revenues rose to more 
than 1.4 billions by 1945. In the following year collections 
were almost 1.5 billions, and for 1947 the yield was 1,551 
millions. Despite the repeal of the automobile use tax which 
produced 116 millions in 1946, revenues for 1947 showed a 
gain of 61 millions. 

The future of some of these taxes is surrounded with con- 
siderable uncertainty. In particular, there is a possibility that 
the taxes on transportation — especially of property — will be 
repealed or modified before 1952. Taking into account the 
several contingencies, Ave haA'-e included revenues from miscel- 
laneous excises in the amount of 850 millions for 1952 in the 
table on page 64. 

Stamp taxes. Federal levies classed as stamp taxes include 
the documentary stamp taxes on deeds, bonds, and the like, 
the transfer of capital stock or similar interest, the playing- 
card tax, and the tax on sales or transfers of silver bullion. 
These taxes are only of minor reA^enue importance. For 1940 
the aggregate yield Avas 39 millions; comparable totals for 
1946 and 1947 were 88 millions and 80 millions. Under the 
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1952 program here outlined, revenues from stamp taxes would 
amount to 85 millions. 

Unemployme-nt tax. The tax here considered is the pay- 
roll or employment tax imposed for unemployment compensa- 
tion purposes on the employers of eight or more persons. The 
nominal rate is 3 per cent, but since a credit up to 90 per cent 
of the tax can be claimed for taxes paid to the states, actual fed- 
eral collections are not much more than one tenth of those 
collectible at the full rate.*** This tax differs from the old-age 
tax in that the moneys derived are treated as general revenues ; 
they are not transferred to a trust account. Although a sub- 
stantial portion of the yield is in effect offset by appropriations 
to the states for the administration of unemployment compen- 
sation, the revenues are not specifically earmarked for this 
purpose.”" 

In common with other pay-roll taxes, revenues increased 
rapidly during the war years. From 106 millions for 1940, 
receipts rose to 183 millions for 1944 and 186 millions for 
1945, For 1946 the yield was 179 millions and for 1947 it 
M^as 186 millions. Revenues for 1952 may amount to 190 
millions. 


VI. CUSTOMS DUTIES 

Prior to the war customs revenues were at a low level. The 
net yield for 1940 was only 332 millions. Only minor changes 
occurred during the war years; revenues for 1945 were less 
than 350 millions. After 1945, however, revenues rose sharply. 
The yield was roughly 425 millions for 1946 and about 475 
millions for 1947. 

See Chap. 7, p. 125. 

Revenues from this tax and administrative costs have been linked to- 
gether from the beginning of the social security system. See, for example, 
the statement by Frances Perkins in Economic Security Act^ Hearings before 
the Senate Committee on Finance, 74 Cong, i sess., p. 112. More recently, 
the social security technical staff of the Ways and Means Committee wrote ; 
“The source of funds for congressional appropriations for grants to States 
is generally considered to be the Federal unemployment tax collected by 
the Federal Government, which amounts generally to 0.3 per cent of the 
taxable wages paid by employers subject to it.” Issues in Social Security 

(1946), p. 365- 
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Customs revenues in the years ahead will depend on a num- 
ber of factors, including the extent of economic recovery in 
Europe and the degree of success attained by the efforts to 
stimulate international trade. Under the revenue program on 
page 64, a yield of 550 millions would be obtained from this 
source in 1952. 

VII. NONTAX RECEIPTS 

In popular discussion taxes and revenues are frequently 
regarded as identical. Though taxes account for by far the 
largest portion of federal revenues, there are other sources. 
Nontax revenues and miscellaneous receipts of the federal 
government include proceeds from the sale of government 
products, property and services, reimbursements, repayments 
of investments, mint receipts, and a wide variety of minor 
items. 

Federal miscellaneous receipts are currently at abnormal 
levels. The total — general and special accounts — amounted 
to over 4.8 billions for the fiscal year 1947, as compared with 
about 3.5 billions for 1946. The budget estimate for 1948 is 
4.4 billions, and that for 1949 is 2.3 billions. The sharp de- 
crease for 1949 is accounted for in part by the decline in 
receipts from the sale of government property and products."® 

Miscellaneous receipts of 640 millions for 1952 are in- 
cluded in the table on page 64. A breakdown by principal 
classifications is shown in the table on page 81. In 1952 miscel- 
laneous receipts may still be influenced to some extent by the 
aftermath of the war. However, after the liquidation of World 
War II has been fully completed, the annual total will prob- 
ably not differ materially from the 1952 estimate. 

Sales of government products. Receipts from the sale of 
government products are placed at 200 millions for 1952, or 

®‘The estimates in this paragraph are on a higher basis than our figure 
for 1953. Included in these totals are numerous transfers from government 
corporations to the Treasury on account of interest and repayment of prin- 
cipal. In the present study the finances of government corporations and 
credit agencies are included on a net basis only; that is, receipts are bal- 
anced against expenditures and only the excess of expenditures over receipts 
is considered a general revenue requirement. 
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about one sixth of the official estimate for 1948. According 
to the budget estimates, there will be a sharp decline from a 
peak of almost 2.5 billions to 1.4 billions for 1948 and about 
575 millions for 1949. As sales of surplus property"" in the 
United States and in foreign countries currently account for the 
bulk of the income, further sharp decreases can be expected in 
later years. One of the largest nonwar items in this classifica- 
tion is receipts from the sale of scrap and salvaged materials, 
condemned stores, waste paper, refuse, and the like. 


Estimated Federal Receipts from Miscellaneous Nontax Sources, 
Fiscal Year 1952 
(Millions of dollars) 


Source 

Estimated Receipts 


200 


SO 

Sales of services 

25 

Reiinbursements 

100 

Repayment of investments 

SO 

Mint receipts 

65 

All Other 

ISO 

Total 

640 



Sales of government property. Currently the principal items 
in this classification are proceeds from the sale of surplus ves- 
sels and receipts from surplus property in foreign areas. We 
have included 50 millions from this source for 1952. 

Sales of services. Receipts from sales of services are in- 
cluded in the amount of 25 millions. This figure excludes the 
Panama Canal tolls and receipts credited to the Alaska Rail- 
road fund. Both agencies are classed under “governmental 
business enterprises” in this study. 

Reimbursements. Receipts on account of reimbursements 
are placed at 100 millions for 1952. The estimate for 1948 
is 512 millions. In recent years excessive profits on renego- 
tiated contracts recovered by the government have accounted 

Curiously, most of the receipts from the sale of war surpluses are 
being covered into the Treasury under “sales of government products” 
rather than sales of government property. 



82 


FEDERAL REVENUES 


for the major portion of receipts included in this classification. 
The ofiicial estimate for 1948 is 196 millions, as compared 
with almost i.i billions for 1946. As renegotiation proceeds 
decline, total receipts from reimbursements will dwindle to a 
much lower level. 

Repayment of investments. The figure of 50 millions for 
receipts in this classification includes payments from the public 
to the Treasury. The principal items are repayments on rural 
rehabilitation loans and on crop production and harvesting 
loans. Repayments of principal by government corporations 
to the Treasury are excluded. 

Mint 7 -eceipts. Profits are derived from some of the oper- 
ations of the United States mints. Seigniorage accounts for 
the bulk of these profits. This profit results from the differ- 
ence between the cost of the metal used — especially silver — 
and the face value of the minted coins. Though seigniorage 
is not strictly a receipt from the public, the net effect of such 
receipts is to offset a like amount of cash expenditures in the 
over-all accounts. Mint receipts amounted to 62 millions for 
1947. We have included 65 millions for 1952. 

Other receipts. Miscellaneous receipts from all other 
sources are placed at 150 millions. Included are rents and 
royalties, interest, fees, fines and forfeitures, and assessments, 
among other items. 


CHAPTER V 

STATE TAXES AND OTHER REVENUES 

The analysis in Chapter II indicated state expenditures of 
roughly 6.1 billions for 1952. Assuming these expenditures 
are to be covered by current revenues/ the pattern of taxes 
would be something like that presented in the table on page 84. 
Revenues for 1940 and 1946 are included for comparison. 

In developing the estimates in this chapter, we have assumed 
that no major new types of state taxes will be adopted between 
1947 and 1952. Major consideration has been given to the 
form of state tax systems and the level of the national income. 

I. SALES, USE, AND GROSS RECEIPTS TAXES 

Under the revenue plan in the table on page 84, revenues 
from sales, use, and gross receipts taxes would amount to 1.3 
billions for 1952.® In arriving at this figure, we have first 
considered the level of revenues for the 23 states which levied 
taxes of the retail or general type in 1946. Adjustment was 
then made for the four states which adopted sales taxes in 
1947.“ As a last step, account was taken of possible additions 
and increases in rates between 1947 and 1952. 

^The balance between revenues and expenditures here assumed is of 
course merely a convenient working assumption. A portion of state revenues 
will be used to retire state debts. On the other hand, certain expenditures 
— especially capital outlays — ^will be covered from borrowed funds. More- 
over, because of revenues set aside and balances accumulated during the war 
years, the states may find it unnecessary to raise revenues equal to the full 
amount of their expenditures. However, for our purpose it would not be 
desirable to make an arbitrary adjustment. Our principal concern is with 
the level of revenue needs ; the reserve funds and cash balances referred to 
are only of short-run significance. 

“The several taxes are discussed on the basis of total yields; deduction 
on account of local shares is made from the combined total for state tax 
collections. See the table on p. 84. 

“The four adoptions in 1947 (Connecticut, Maryland, Tennessee, and 
Rhode Island) represented the first additions to the sales tax states in a 
decade. The sales tax movement of the 1930’s was primarily a depression 
phenomenon. See Roy G. and Gladys C. Blakey, iSa/w Taxes and Other 
Excises (1945), p. 2. 
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State Taxes and Other Revenues, Estimates for the Fiscal Year 1952 
Compared With 1940 and 1946 
(In millions of dollars) 


Source 

1940 a 

1946 a 

1952 

Taxes: 

General sales, use, and gross receipts taxes 

499 

ISS 

900 

442 * 

1,300 

450 


206 

389 

450 


113 

146 

185 


2S5 

469 

400 


97 

199 

400 


260 

2S3 

210 


S3 

90 

90 


449 

744 

825 

Alotor vehicle fuel taxes 

839 

887 

1,325 

600 

Motor vehicle licenses 

387 

461 

Tnta) tflxps 

3,313 

271 

4,980 

325 c 

6,235 

450 

Local shares 

Net state taxes 

3,042 

4,655 

5,785 

Nontaxes: 

Charges for current services 

19S 

240 c 

250 

Miscellaneous 

44 

SOc 

SO 

Total nontaxes 

239 

290 c 

300 

Total revenues 

3.281 

4,945 

6,085 



a Data for 1940 from U. S. Bureau of the Census, Financial Statistics of States: 
1940, Vol. 3; data for 1946 from the Bureau’s State Tax Collections in 1947 and 
other releases. 

b Includes operators’ licenses. 

c Estimated. 

In 1940 the states collected 499 millions in sales taxes. As 
a result of wartime prosperity, the total rose sharply in later 
years. By 1944 collections amounted to 721 millions, and for 
1945 they were 776 millions. The 1946 yield was 900 mil- 
lions; the preliminary figure for 1947 is 1,179 millions.^ These 
increases were achieved despite the dearth of durable con- 
sumers’ goods during the war years® and short supplies in some 
lines in the first two postwar years. 

* Unless otherwise indicated, all data for completed fiscal years in this 
chapter are from the U. S. Bureau of the Census, Fhiancial Statistics of 
States series; the preliminary figures for 1947 are from the Bureau’s State 
Tax Collections in i94f, August 1947. 

’’'From 1942 to the end of hostilities sales of consumers’ durables were 
well below the level of 1940—41; annual sales were roughly the same as 
for 1938. 
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As a first step in obtaining the 1952 estimates, retail sales 
for 1939 to 1946 were compared with income payments and 
disposable income. These comparisons are shown in the table 
below. In the immediate prewar years the ratio of retail 
sales to income payments was almost exactly 60 per cent.® On 
the other hand, this ratio declined sharply during the war 
years, reaching a low of about 44 per cent for 1944. How- 
ever, immediately after the end of hostilities insistent demands 
for consumers’ goods soon brought the ratio to a figure com- 
parable to those for the immediate prewar years. Considering 
the uneven situation in consumers’ goods lines and the high 
direct taxes which prevailed, the recovery was extraordinarily 
rapid. 


Retail Sales Compared With Income Payments and Disposable Income, 
Calendar Years 1939-46 a 


i 

Year 

Retail 

Sales 

(In billions 
of dollars) 

Income 
Payments 
(In billions 
of dollars) 

Disposable 
Income 
(In billions 
of dollars) 

Ratio of 

Retail Sales to 

Income 
Payments 
(Per cent) 

Disposable 
Income 
(Per cent) 

1939 

42.0 

70.8 

67.7 

59.3 

62.0 

1940 

46.4 

76.2 

72.9 

60.9 

63.6 

1941 

55.5 

92.7 

88.7 

59.9 

62.6 

1942 

57.6 

117.3 

110.6 

49.1 

52.1 

1943 

63.7 

143.1 

124.6 

44.5 

51.1 

1944 

69.5 

156.8 

137.4 

44.3 

50.6 

194S 

76.6 

160.8 

139.6 

47.6 

54.9 

1946 

96.7 

165.1 

146.0 

58.6 

66.2 


a Data from U, S. Department of Commerce, Survey of Current Bttsiness. 


In a period characterized by marked changes in direct 
taxes,’' disposable income is a better comparative for retail 

“The average for 1939, 1940, and 1941 was only fractionally above this 
figure. 

’’ For the calendar year 1946 combined federal, state, and local personal 
tax and nontax payments were 19.1 billions, as compared with 3.3 billions 
for 1940. U. S. Department of Commerce, Survey of Current Business, 
February 1947, p. 7 and April 1944, p. 14. 
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sales than income payments. Before World War II retail sales 
amounted to about 62 per cent of disposable income. The 
low for the war years 'was roughly 50 per cent for 1944; be- 
cause of shortages, rationing, and wartime inducements to save, 
a sharp decline was inevitable. On the other hand, in 1946 
retail sales amounted to almost two thirds of disposable in- 
come, a ratio somewhat higher than those for the immediate 
prewar years. 

A high ratio of retail sales to disposable income seems likely 
for 1952. With national income at 175 billions and income 
payments at 165 billions, disposable income would no doubt 
be roughly 150 billions.^ At this level the ratio of retail sales 
to disposable income would probably be as high or slightly 
higher than that for 1946. The range is placed at 65 to 70 
per cent, with 66.7 per cent the most likely expectation. On 
this basis, retail sales would fall somewhere between 97.5 bil- 
lions and 105 billions, with 100 billions the probable figure. 

Our next step is to consider the relation between sales tax 
receipts and retail sales.® From 1939 to 1946, state sales tax 
revenues ranged between 1.06 per cent and 1,14 per cent of 
all retail sales in the United States, as shown in the table on 
page 87. The stability of the ratio was mainly a result of the 
fact that the same states imposed this type of tax during the 
entire period. Even greater stability would doubtless have 
prevailed, if the Illinois rate had not been reduced from 3 per 
cent to 2 per cent as of July i, 1941. 

The sales tax revenues of the 23 states imposing sales taxes 
in 1946 at the rates then in effect should amount to somewhat 
more than i per cent of estimated retail sales for the nation. 


®The difference between the figures for income payments and disposable 
income is accounted for by federal personal income taxes, certain state and 
local taxes, and nontax payments. 

“Taxes on retail sales plus the complementary use taxes account for all 
but a small portion of state sales tax revenues. In 18 of the 23 states using 
sales taxes in I946> the tax is of the retail type. The present figure is 
22 out of 27. In the five states in which general sales or gross receipts 
taxes are imposed, the rate on retail sales usually produces the bulk of the 
revenues. 
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For the purpose of our estimates, the ratio is placed at i.i 
per cent. Using the figure for retail sales previously derived, 
the revenues for the 23 states become 1,100 millions. 

Four states, as previously noted, enacted sales tax laws in 
1947.“ The Connecticut sales and use taxes, which are im- 
posed at the rate of 3 per cent, will probably yield something 


State Sales Taxes Compared With Retail Sales, Fiscal Years 1939-46 


Year 

State Sales 
Taxes a 
(In millions 
of dollars) 

Retail Sales ^ 
(In billions 
of dollars) 

Ratio of State 
Sales Taxes to 
Retail Sales 
(Per cent) 

1939 

440 

39.8 

1.11 

1940 

499 

44.2 

1.13 

1941 

575 

50.4 

1.14 

1942 

633 

56.5 

1.12 

1943 

671 

60.4 

1,11 

1944 

721 

66.3 

1.09 

1945 

776 

71.5 

1.09 

1946 

900 

84.6 

1.06 


a Data for fiscal years ended in years indicated from U. S. Bureau of the Census, 
Financial Statistics of States series. The fiscal years of 18 of the 23 states impos- 
ing sales taxes in 1946 end on June 30. 

b Data for years ended June 30 computed from monthly figures in U. S. Depart- 
ment of Commerce, Survey of Current Business. 


like 45 millions for 1952.“ For the purpose of our estimates, 
the yield of the Maryland tax will be placed at 20 millions, “ 


Five state legislatures approved sales tax law^s in 1947- The Oregon 
tax was rejected by the electorate in a referendum vote held Oct. 7, I947- 
This figure is substantially higher than the estimate of 26 millions used 
when the bill was under discussion. Investigations by the State Tax De- 
partment suggest that at a high level of national income a yield of as much 
as 52 millions might be obtained; letter dated July 24, 1947. Revenues for 
the first quarter were about 9.6 millions. New York Times, Oct. 29, 1947, 
p. 29. 

“At the time of enactment in March 1947, the yield of the Maryland 
sales tax was estimated at 18.4 millions. On the basis of collections for the 
first two months, collections for the first year have been estimated by the 
State Controller at 25 millions. The Evening Star (Washington), Sept. 
26, 1947, p. B-i. 
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and that of the Rhode Island tax at 6 millions/" The new 
Tennessee tax will probably produce annual revenues of some- 
thing like 35 millions/" In addition to these four new taxes, 
minor changes were made in the sales tax bases in Iowa“ and 
Kansas, among other states. Adding 4 millions for these 
changes, the combined adjustment on account of 1947 adop- 
tions and changes becomes no millions. On the basis of the 
present situation, revenues of 1,210 millions might reasonably 
be expected for 1952. 

The final step is to take into account the probable develop- 
ments in state sales taxation between 1947 and 1952. Accord- 
ing to present indications, a sales tax may soon be considered 
in Pennsylvania and other states. In order to allow for new 
adoptions, rate changes, and adjustments in tax bases, we have 
increased the total from 1,210 millions to 1,300 millions. 

II. INCOME TAXES 

Taxes based on net income are currently imposed by ap- 
proximately 35 states.” In common with the sales tax move- 
ment, the development of state income taxes is fairly recent. 
Only 15 states imposed income taxes before 1928, but six 
states adopted this form of tax in 1929. A large number of 
adoptions during the 1930’s, particularly in the first half of the 
decade, brought the total to the present level."^ 

Corporate income taxes. The taxes on corporate income 
are imposed by the same states which tax individual incomes — 
with a few exceptions. In Pennsylvania there is only a cor- 

“The yield has been placed at 6.2 millions. Tax Administrators News, 
June 1947, p. 65. 

“The yield of Tennessee’s 2 per cent sales and use taxes, which became 
effective June l, I947> has been placed at 20 millions to 45 millions annually. 
Tax Administrators News, Vol, ii, February 1947, p. 17. 

“ The Iowa legislature meeting in 1947 imposed a 2 per cent tax on com- 
mercial amusements, extending the sales tax to include pool and billiard 
halls, slot machines, juke boxes, shooting galleries, and the like. Letter 
from State Tax Commission, Apr. 19, 1947. 

“The exact number depends on whether taxes of limited application 
such as those in New Hampshire and Tennessee are included. 

” Roy G, Blakey and Violet Johnson, State Income Taxes ( 1942), pp. 3-4. 
It should not be inferred that a completely stationary situation developed. 
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porate income tax; the personal Income tax originally enacted 
was declared unconstitutional. Tennessee also imposes a tax 
on corporate income, but only income from intangibles is tax- 
able to indiviciuals. 

State revenues from corporate income taxes increased rap- 
idly during the war years. From 1940 to 1943 collections 
more than doubled; the totals for these two years were 155 
millions and 340 millions. A further increase of over 100 
millions was reported for 1944 and for the following year the 
total was 453 millions. The comparable yield for 1946 was 
442 millions; the preliminary figure for 1947 Is 461 millions. 
The marked rise in revenues during the war years was a direct 
result of the enormous expansion of business profits. Revenues 
were not much affected by changes in rates which were gener- 
ally continued at prewar levels.^ 

In the absence of rate increases and new' adoptions, revenues 
from state corporate income taxes wmuld tend to decline to 
the extent that there is a compression of business profits. An 
offsetting factor, however, is that roughly two thirds of the 
states levying corporate income taxes permit the deduction of 
federal income or profits taxes. In these states discontinuance 
of the excess profits tax as of the end of 1945, together with 
moderate reductions in federal corporate income-tax rates, has 
meant considerable support for state tax bases.“ 

“It should not be assumed that no changes were made. In 1946 New 
York reduced the rate on corporations from 6 per cent to 4.5 per cent and 
that on unincorporated businesses from 4 to 3 per cent. Session Laws 
(1946), Chap. no. These changes did not affect collections during the 
^'■ear ended Mar. 31, 1946. In Pennsylvania the rate was reduced from 7 
per cent to 4 per cent efiective for the taxable year 1943; at the same time 
the deduction for federal income and profits taxes was eliminated. No 
decline in revenues occurred as a result of the latter change; collections 
for the }^ear ending May 31, 1944 were actually about one-third larger than 
those for the preceding year. 

“A word of caution is necessary, lest the statement that two thirds of 
the income tax states permit deduction of federal income taxes paid or pay- 
able leave an exaggerated impression of the significance of the changes at 
the federal level. Federal taxes are not deductible in New York, California, 
and Pennsylvania. These three states together accounted for about 62 per 
cent of state corporate income taxe:s in 1946; New York alone accounted 
for 40 per cent of the total. 
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It will be here assumed that roughly one half of total state 
corporate income taxes collected in 1952 will be based on net 
profits before federal income taxes and that the other half 
will be based on net profits after federal income taxes. On 
this basis, the “nation-wide” state corporate income-tax base 
corresponding to net profits of 20 billions before federal in- 
come taxes would perhaps be about 17.5 billions.'" Since the 
comparable average for the years 1943, i944? and 1945, on 
which state taxes collected in the fiscal years I 94 S and 1946 
Avere mainly based, was close to 17 billions, a level of collec- 
tions comparable to that for 1945 and 1946 is indicated — say 
440 millions or 450 millions. As previously mentioned, how- 
ever, this level of revenues could reasonably be expected only 
if rates remain unchanged. 

Our next step is to take account of rate changes. Though 
the New York rate may remain at 4.5 per cent for several 
years, there is a possibility that the 6 per cent rate will be 
restored before 1951.“' Accordingly, we shall make no ad- 
justment on account of the Ncav York rate change.® Rate 
adjustments in other states approved in 1947 will probably 
mean a small rise in reA^enues. The effect of the loAver rate in 
Oklahoma is doubtless more than offset by rate increases in 
Maryland, Vermont, and Colorado.® Taking into account 
these changes, Ave have included 450 millions for corporate 
income taxes in the table on page 84. 

Personal income taxes. Under the influence of Avartime 

“This figure is the average o£ 20 billions for net profits before the fed- 
eral income tax and 15 billions for net profits after this tax. 

"^The decline from 1946 to 1948 in receipts from the New York fran- 
chise tax (Art. 9a) is officially estimated at 47 millions. However, this 
decline is offset in part by an increase of 8 millions for the bank tax, which 
is also measured by net income. New York Times, Feb. 2, 1947, sec. i, 
P-48. 

“As mentioned in footnote 18, p. 89, collections in New York for the 
fiscal year 1946 were not affected by the reduction in rate to 4.5 per cent. 
Accordingly, adjustment would have to be made only if a rate of less than 
6 per cent was assumed for the early 1950’s. 

^Tax Administrators News, Vol. ii, February 1947, p. 16; April 1947, 
p. 43; May 1947, p. 55; and June 1947, P- 67. No further adjustment is 
made to take account of other changes between 1947 and 1952. 



INCOME TAXES 


91 


prosperity, collections on account of personal income taxes 
rose from 206 millions for 1940 to 357 millions for 1945. 
The comparable yield for 1946 was 389 millions; the prelimi- 
nary figure for 1947 is 418 millions. 

The marked increase in collections during the war years was 
achieved despite repeal of personal income taxes by two states 
and reductions in rates in other states. The over-all statistical 
picture was not much affected by the repeal of the West Vir- 
ginia and South Dakota taxes these two states together 
accounted for less than i per cent of state personal income 
taxes for 1940. On the other hand, certain reductions in rates 
materially affected the level of collections. 

Rate reductions in New York tended to slow down the up- 
ward trend in combined state income tax revenues.^ The 
emergency income tax of i per cent — first enacted in 1932 — 
was omitted for 1941 income taxes payable in 1942 and has 
not since been reimposed. In addition, a 25 per cent reduc- 
tion for taxes computed at the regular personal income-tax 
rates was made effective for 1941 taxes payable in 1942.®* 
This reduction was continued in effect for taxes on incomes for 
1942—44.“^ The reduction was increased to 50 per cent for 
taxes for the calendar year 1945 payable in 1946.®® 

Significant changes were also made by other states. For 
example, Iowa granted a credit of 50 per cent of computed 
taxes with respect to taxes on incomes for 1942—45 payable 
in the following years.'® In sharp contrast with the reduc- 

George H. Watson, “State Tax Legislation — 1943,” National Tax As- 
sociation, (1943), p. 7- 

““New York accounted for slightly over one half of all state personal in- 
come taxes collected in the United States in 1940. The comparable propor- 
tion for 1946 was 38 per cent. 

““Beulah B. Thull, “1942 State Tax Legislation,” National Tax Associa- 
tion, Proceedings (1942), p. 40. 

Discontinuance of the emergency tax and the 25 per cent reduction were 
equivalent to a cut of 50 per cent for the lower Income brackets. 

“’New York Session Laws (1946), Chap. 109. The reference here is to 
1945 taxes payable Apr. 15, 1946 or thereafter. Since the fiscal year of 
New York ends March 31, this change did not affect collections for the 
fiscal year ended Mar. 31, 1946- 

“®Iowa ActSj 50 G.A. (1943), Chaps. 195-96 and 51 G. A. (1945), Chap. 
44. The 1947 legislature authorized continuance of the “half-rate basis” 
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tions in New York, this step affected the total for all state 
individual income taxes by something like 2 per cent. Other 
changes such as discontinuance of the Wisconsin surtax for 
teachers’ retirement and rate reductions in Mississippi also 
affected the level of collections for all states combined. 

In our approximations for 1952, we shall first consider the 
level of revenues at the rates and exemptions which prevailed 
with respect to 1946 collections. State income taxes collected 
in the fiscal year 1946 were based mainly on incomes for 1944 
and 1945. In these years annual income payments amounted 
to roughly 160 billions. At this level the yield of state per- 
sonal income taxes, as we have seen, was 389 millions. If 
income payments on which 1952 collections are based should 
be 165 billions, a more than proportionate increase in collec- 
tions could reasonably be expected, especially in the states per- 
mitting deduction of the federal tax. Federal rates on incomes 
for 1946 and 1947, and doubtless also for later years, will be 
lower than those on 1944 and 1945 incomes. This in turn 
will mean relatively larger taxable incomes. On this basis, a 
level of collections of something like 415 millions is indicated. 

The next step is to take account of recent changes in rates 
and exemptions. The most important rate change relates to 
New York. In this state the rates for collections made during 
the fiscal year ended March 31, 1947, based on 1945 incomes, 
were only two thirds of the rates for the previous year. Col- 
lections were roughly 115 millions,^ as compared with 148 
millions for 1946; the decline of 33 millions was relatively 
smaller than the one-third decrease in effective rates. 

A large part of this decline in New York, however, will be 


with respect to 1946 taxes payable in 1947, but the full rates were to be 
applied thereafter. Letter from State Tax Commission, Apr. 19, 1947. At 
a special session in December 1947, taxes on 1947 and 1948 incomes were 
fixed at three fourths of the full rates, and deductions for married persons 
and dependents were increased by one half. Letter from State Tax Com- 
mission, Jan. 12, 1948. 

Letter from New York Department of Taxation and Finance, May 2, 

1947. 
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offset by a rate increase approved in 1947. The soldiers’ bonus 
act provides for an increase from 50 per cent to 60 per cent 
of the normal rates of 2 to 7 per cent, the revenues derived 
from the additional 10 percentage points to be allocated for 
financing the soldiers’ bonus loan.®^ On the basis of recent 
yields, the revenues obtained from the additional lo percentage 
points would amount to roughly 23 millions. Offsetting this 
estimated increase against the decrease of 33 millions, only 10 
millions should be deducted from our previous estimate on 
account of the rate changes in New York.®” 

The increase in the Iowa rates to a three-fourths basis and 
the change in the Maryland rate from 2 to 2.5 per cent”'’ will 
probably mean an increase of something like 5 millions in total 
state income tax collections. Other changes of minor revenue 
importance approved in 1947 include adjustments in rate 
schedules in Colorado, Vermont, and Oklahoma, and increased 
exemptions in Arkansas and Oklahoma.”* Since some of these 
changes involve decreases in revenues, no further adjustment 
will be made in order to bring the estimate up to date. 

Adding 5 millions for Iowa and Maryland to the previous 
figure of 415 millions, and deducting 10 millions for New 
York, the level of revenues at present rates and exemptions 
becomes 410 millions. 


In marked contrast with developments in state sales taxes, 
there were no additions to the states imposing net income taxes 
in 1947. There are indications that the number of states using 
personal income taxes has become fairly well stabilized. On 
the other hand, some rate changes will almost certainly be 
made. The major uncertainty relates to New York. There 

Letter from Department of Taxation and Finance, Mar. 28, 1947. 
This increase will apply to incomes for 1947 and later years. 

This assumes that the tax will continue to be collected at 60 per cent 
of normal rates. 

^ Tax Administrators News, No\. 11 (i947)> P* 43* 

“The same, pp. 16, 43, 55, 67. 
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is a strong likelihood that 1952 collections in this state will be 
at rates higher than 60 per cent of the basic rates — as at 
present. In order to take account of possible changes in rates 
in New York and other states, w^e have increased the estimate 
of 410 millions previously reached by 40 millions. Our final 
figure for 1952 thus becomes 450 millions. 


III. DEATH AND GIFT TAXES 

Every state except Nevada imposes some type of death tax. 
On the other hand, taxes on gifts are levied by only about one 
fourth of the states."® All but a small part of the revenues 
in this classification are obtained from inheritance and estate 
taxes. 

In recent years revenues from death and gift taxes have 
fallen in the range of 100 millions to 175 millions. There was 
little change in revenues during the early war years. However, 
a rather sharp upturn occurred in 1945. The total for 1945 
was 136 millions, and the yield for 1946 was 146 millions. 
The preliminary figure for 1947 is 166 millions. In the table 
on page 84, we have included 185 millions for these taxes in 

1952. 

Collections in the near future w^ill be influenced by a num- 
ber of factors. First, a level of values well above prew^ar 
now seems certain. Though adjustment to the new level wall 
doubtless be slow, especially in states with appraisements by 
local officials, revenues for 1952 will be influenced to some 
extent by this factor. Second, during the w^ar years there were 
marked increases in government bond holdings, savings funds, 
and bank deposits. These increases wall affect postwar inven- 
tories of decedents. A significant factor in this connection is 
that exemptions for state death taxes are generally low, espe- 
cially when compared with the federal exemption. Third, 
improved administration may also operate to increase reve- 
nues, but this is primarily a long-run factor. 

®Tax Research Department, Commerce Clearing House, Inc., Tax 
lOth eel. (1946), pp. 250 ff. 
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IV. LIQUOR AND TOBACCO TAXES 

Selective or special sales taxes imposed by the states have 
been limited mainly to those on liquors and tobacco products. 
Though the sumptuary basis for taxation is no longer empha- 
sized, traditionally it accounts for singling out commodities 
such as liquor and tobacco for special tax treatment. As in 
the case of comparable federal taxes, the revenues derived 
are now a far more important consideration than any restric- 
tive effects on consumption. 

Liquor taxes. Each of the 48 states obtains some revenues 
from the liquor business. In those states in which the retail 
phase of the business is in private hands, excises and license 
taxes contribute importantly to state revenues. In addition 
to various tax sources, the 16 liquor-monopoly states derive 
substantial profits from operations; a major portion of these 
profits is ordinarily made available for general purposes. 

In common with the federal liquor taxes, state revenues 
from taxes on alcoholic beverages rose rapidly during the war 
years. Revenues amounted to 255 millions for 1940. By 
1943 the total had mounted to 335 millions and by 1945 to 
368 millions. The comparable yield for 1946 was 469 millions; 
of this amount, 402 millions was derived from sales or excise 
taxes and 67 millions from license taxes. The preliminary 
total for 1947 is 482 millions. 

The increase in state liquor taxes has been relatively much 
smaller than that for federal liquor taxes. The growth of 
state revenues was primarily a result of the enormous rise in 
consumption during the war period; prior to 1947 state rate 
changes were comparatively few and had little effect on reve- 
nues. In contrast, the increased rate for distilled spirits was 
a major reason for the sharp expansion of federal revenues. 

Under the program in the table on page 84, state revenues 
from liquor taxes for 1952 would amount to 400 millions, a 
figure below recent yields. Considering that seven states*’® 
increased their rates in 1947 and that additional changes are 

® Arkansas, Idaho, Iowa, Kansas, New Jersey, Tennessee, and West 
Virginia. 
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likely in the next few years, this figure may seem rather low. 
The sharp decline in consumption during the early months 
of the calendar year 1947 is the principal reason for what 
may appear to be an unduly conservative figure. More- 
over, there is at least a possibility of some reductions in rates, 
on the theory that combined state and federal taxes have be- 
come too repressive. 

Tobacco taxes. Both the number of states using tobacco 
taxes and the revenues derived are expanding rapidly. In 
1946 only 31 states imposed excises on one or more tobacco 
products, but 1947 enactments brought the total to 38. 

From 1940 to 1946 state revenues from tobacco taxes more 
than doubled; the 1940 yield was 97 millions and that for 
1946 was 199 millions. The increase for 1946 over 1945 was 
very large — from 145 to 199 millions — or roughly one third. 
Two factors contributed importantly to this sharp increase. 
First, collections for the fiscal year 1945 were affected by 
short supplies, especially during the early summer of 1945; 
revenues for 1945 were about 10 per cent below those for 
1944. Second, the rapid demobilization of the armed forces 
during the fiscal year 1946 meant some increase in the sales 
taxable by the states. The preliminary figure for 1947 is 245 
millions. 

State revenues from tobacco taxes in the years immediately 
ahead will be strongly influenced by the seven new taxes 
adopted in 1947, together with rate increases in eight states.**® 
The new taxes wUl probably mean an increase of about 40 
millions in revenues, while the 1947 rate increases should pro- 
duce additional revenues of perhaps 45 millions.*'*’ On this 

Commerce Clearing House, Inc., Tax Systems, lOth ed., pp. 195 ff. 

’’®The new taxes are in Indiana, Michigan, Minnesota, Montana, Ne- 
braska, Nevada, and West Virginia. Rate increases have been approved in 
Arkansas, Idaho, Kansas, Maine, New Mexico, New York, Pennsylvania, 
and Rhode Island, Tax Administrators News, Vol. 11 (1947), pp. 31, 40, 
52, 68,^ and 78. The Oregon cigarette tax is not here included ; this tax 
was rejected by the electorate in a referendum vote held Oct. 7, 1947. 

®®In arriving at this estimate, the increase in rate in Illinois from 2 to 3 
cents, approved in 1946 and effective Jan. i, 1947, has also been taken into 
account. 
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basis, the current yield is at an annual rate of about 320 mil- 
lions." 

Recent developments suggest that additional adoptions and 
rate increases are likely during the next few years. Perhaps 
the best assumption is that new adoptions and rate increases 
will raise revenues by about as much as the 1947 adoptions 
and changes. Accordingly, in the table on page 84, we have 
included 400 millions for 1952 revenues from this source. 

V. OTHER STATE TAXES 

In this section we consider taxes on property, severance 
taxes, and a group of miscellaneous state taxes not elsewhere 
classified. These taxes are discussed before the important 
highway-user taxes for the reason that the revenues are used 
for general purposes. 

Property taxes. From a position of pre-eminence, property 
taxes have gradually dwindled to their present status as a 
minor source of state revenues. Prior to World War I taxes 
on property accounted for well over one half of state tax 
revenues; in 1946 the proportion was only 5 per cent. The 
enormous expansion in local tax requirements was a major 
reason for this sharp decline. Since the property tax was 
generally the only important revenue source available to local 
governments, strong pressures were brought in many states for 
exclusive allocation to local governments. The development 
of special-purpose levies, especially the motor-vehicle taxes, 
was also a major factor bringing about the sharp relative de- 
cline in property taxes. 

The decline in the relative importance of state property 
tax revenues will doubtless continue in the years ahead. Faced 
with a higher level of costs and the sluggishness of the prop- 
erty tax base, the case for exclusive local use of the property 
tax will be stronger than ever before. This observation ap- 
plies particularly to the general or full-rate property tax. 

"This figure is based on estimated fiscal year 1947 collections of 235 
millions ; the latter figure excludes collections resulting from the Illinois and 
other rate increases effective early in 1947. 
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Continued use by the states of special taxes such as low-rate 
taxes on intangibles, and also of various selective taxes usually 
classed as property taxes, is a virtual certainty. In the table 
on page 84, property tax revenues have been placed at 210 
millions for 1952. Revenues for 1940 were 260 millions. 

Severance taxes. Taxes classed under this heading include 
a variety of levies on the extraction of natural resources. 
Approximately one half the states use one or more taxes in 
this category. Included are : ( i ) the Minnesota occupational 
and royalty taxes on iron ore; (2) the Louisiana taxes on sul- 
phur, gas, oil, turpentine, coal, oysters, and shrimp; and (3) 
the taxes imposed by Texas on sulphur, oil, gas, and ores. 

Revenues from severance taxes amounted to only 53 millions 
for 1940. As activity in most lines expanded sharply during 
the war years, a sharp increase in revenues was to be expected. 
By 1943 revenues amounted to 75 millions. Following a slight 
decline in 1944, yields of 83 millions and 90 millions were re- 
ported for 1945 and 1946. The preliminary figure for 1947 
is 94 millions. We have included 90 millions for severance 
tax revenues in 1952 in the table on p. 84. 

Miscellaneous taxes. Taxes here classed as miscellaneous 
include : ( i ) those on insurance companies measured by pre- 
miums; (2) gross receipts and other special taxes on public 
utilities; (3) general corporation taxes, especially those based 
on capital stock; (4) hunting and fishing licenses; and (5) 
various minor taxes such as those on pari-mutuel betting and 
amusements. 

Revenues from these miscellaneous taxes amounted to 449 
millions in 1940; insurance taxes accounted for 102 millions 
and taxes on public utilities for 93 millions. The comparable 
figure for 1946 is 744 millions, of which insurance taxes rep- 
resented 144 millions and the utilities taxes 152 millions. The 
preliminary total for 1947 is 827 millions. Under the revenue 
program shown on page 84, revenues from this group of taxes 
would amount to 825 millions for 1952. This figure assumes 
that there will be relatively few additions to the number and 
types of miscellaneous taxes. 
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VI. HIGHWAY-USER TAXES 

The highway-user taxes have long been among the most 
productive state tax sources. They are here considered last 
for the reason that they are in the nature of special-purpose 
levies. Though these levies are collected under the taxing 
power, they are more nearly akin to service charges than to 
taxes imposed to finance other governmental functions. The 
proceeds — with some exceptions — are specifically allocated for 
highway construction and maintenance, together with the serv- 
icing of highway debt. 

Motor vehicle fuel taxes. In contrast with most other state 
taxes, revenues from motor vehicle fuel taxes declined during 
the war. From a total of 839 millions in 1940, receipts 
dropped to 776 millions for 1943 and 685 millions for 1944. 
For 1945 receipts were 696 millions, almost the same as for 
1944. Rationing of gasoline and tires and a reduction in the 
number of motor vehicles in operation were the major reasons 
for the wartime decline. On the other hand, revenues mounted 
rapidly after the end of the war. Net collections for the fiscal 
year 1946 were 887 millions. 

A sharp expansion in revenues is now taking place. The 
preliminary figure for 1947 is 1,124 millions, an increase of 
about 27 per cent over 1946. Increased use made possible 
by rising supplies of tires and accessories, together with the 
increasing number of cars, contributed importantly to the rise. 
Another important factor is just beginning to influence reve- 
nues and will be of great significance in 1948 and 1949. At 
their 1947 legislative sessions eight states raised their gasoline 
taxes by amounts ranging from one half to 2 cents per gallon.*^ 
The three factors — increased use, larger number of cars, and 
higher tax rates — will mean further increases in revenues in 
1948 and later years. In the table on page 84, we have in- 
cluded 1,325 millions for 1952 revenues from state motor 
vehicle fuel taxes. 

^^The eight states are California, Colorado, Connecticut, Maine, Mary- 
land, Nevada, Rhode Island, and Vermont. 
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Motor vehicle license taxes. In contrast with the gasoline 
tax, revenues from motor vehicle licenses increased slightly 
during the war years. The 1940 yield was 387 millions. There 
were small increases in each of the next four years, bringing 
the 1944 total to 413 millions; the corresponding figure for 
1945 is 414 millions."" Revenues increased sharply after the 
end of the war. Collections for 1946 were 461 millions, or 
about 10 per cent above 1945. The preliminary figure for 
1947 is 540 millions. 

The major factor in the present upward trend is the expand- 
ing number of motor vehicles. High production plus the cur- 
rent tendency to extract the last bit of use from old cars is 
causing a rapid expansion in the number of motor vehicles in 
operation. On the other hand, rate increases will doubtless 
be much less important than in the case of the gasoline tax. 

In the table on page 84, we have included 600 millions for 
revenues from motor vehicle license taxes, including operators’ 
licenses. 

VII. NONTAX REVENUES 

Revenues of state governments from sources other than taxes 
include charges for services and a variety of miscellaneous 
revenues such as interest, rents, fines and forfeits, escheats, and 
donations. Contributions to general revenues from the 16 
state liquor monopolies and other state enterprises are not 
included. 

Charges made for services rendered account for the bulk 
of state nontax revenues. For 1940 this classification showed 
a yield of 195 millions; receipts for 1946 are estimated at 240 
millions. We have included 250 millions from this source for 
1952. Because of the greater diversification of state tax sys- 
tems, among other reasons, there is less pressure for increasing 

“ The small increases in revenues from motor vehicle licenses during the 
war years are difficult to explain, since there was a decrease in the num- 
ber of passenger cars in operation. Re-registration in one or more addi- 
tional states by workers changing jobs and others changing their domiciles 
was one factor holding up receipts from this source. Sale of cars by those 
entering the armed services to noncar owners was another factor, at least 
to the extent proportionate refunds were not obtained or were unobtainable. 
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state service fees than there is in the case of municipal gov- 
ernments.'"' 

Miscellaneous state nontax revenues have amounted to less 
than 50 millions a year; for 1944 the yield was about 44 mil- 
lions. We have included 50 millions for 1952 in the table on 
page 84. 

Payments to state educational institutions on account of veterans’ edu- 
cation, as provided by the Servicemen’s Readjustment Act, are not here 
included as service charges. The moneys involved have been counted at the 
federal level. 
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LOCAL TAXES AND OTHER REVENUES 

Local governments will need revenues of about 8.4 billions 
in 1952 in order to cover their expenditures, as estimated in 
Chapter 11 / This figure includes local shares in state-collected 
taxes, but it does not include receipts from grants. Moneys 
transferred as grants, as previously explained, have been uni- 
formly regarded as revenues of the first disbursing authority."' 
A distribution of local revenues for 1952 by sources, together 
with collections for 1940, is shown in the table on page 103.“ 
The local revenue estimates for 1952 assume that there will 
not be any major additions to the revenue sources now used 
by local governments. This assumption does not run counter 
to the view that greater diversification of revenue sources is 
needed if local governments are to be adequately financed. 
According to present indications, how-ever, the disparity be- 
tween functional requirements and available local revenue 
sources which has long characterized local (especially munici- 
pal) finance is likely to continue.** 

^ It is recognized that the 1952 revenue goal of local governments might 
be somewhat smaller than is here indicated. A portion of capital outlays 
will be financed from borrowings, and in some cases postwar reserves will 
also be drawn upon. Despite these facts, we believe it would be inadvisable 
to make any adjustments. In the long run, debt increases will be largely 
offset by allocations to sinking funds and other requirements for debt service. 
Moreover, the reserve funds are of little more than temporary significance. 

“The practice here followed corresponds to that used by the U. S. Bureau 
of the Census for 1940 and earlier years. For more recent years the Bureau 
has classed local shares in state taxes under grants. In order to maintain 
comparability with 1940, we have followed the former procedure. 

“ The indicated increase in local revenues from 1940 to 1952 is almost 2.9 
billions, or roughly 52 per cent. The comparable increase for local func- 
tional costs is almost 60 per cent. The difference between the two per- 
centage figures results from the fact that the estimated increase in grants 
received by local governments is relatively larger than that for locally 
collected revenues. 

* See Federal, State, and Local Government Fiscal Relations, S. Doc. 6g, 
78 Cong. I sess., pp. 8 ff. 
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Local Taxes and Other Revenues, Estimates for the Fiscal Year 1952 
Compared With 1940 

(In millions of dollars) 


Source 

1940 

19S2 

Taxes: 



Property taxes 

4,300 

6,020 

General and retail sales taxes 

66 

2S0 

Income taxes 

20 

so 

Special sales and excises 

24 

75 

Taxes on specific businesses 

179 

400 

Motor vehicle licenses 

24 

35 

Other nonbusiness licenses 

SO 

75 

Miscellaneous 

IS 

40 

Total locally collected taxes 

4,678 

6,945 

Shares in state-collected taxes 

271 

450 

Total taxes 

4.949 

7,395 

Nontax revenues: 



Special assessments 

102 

150 

Charges for services 

330 

660 

Interest and rents.... 

107 

ISO 

Other nontax revenues 

SI 

80 

Total nontax revenues 

590 

1,040 

Total tax and nontax revenues 

5,539 

8,435 


L PROPERTY TAXES 

Local governments in the United States have always de- 
pended on property taxes for the greater part of their reve- 
nues. In recent decades, however, there has been some decline 
in the relative importance of this source. Thus, in 1922 
property taxes accounted for 94 per cent of all local tax reve- 
nues, while in 1930 about 92 per cent of local taxes were de- 
rived from this source. The comparable proportion for 1940 
was roughly 87 per cent and for 1946 it was about the same.“ 
Under the revenue program on this page, property taxes of 
local governments would amount to over 6 billions in 1952. 
The indicated increase from 1940 to 1952 is 1.7 billions, or 
40 per cent. For a tax that is notoriously inelastic and has 
been generally regarded as unadaptable to large and sudden 

^ For all municipal governments, as distinct from combined local govern- 
ments, the proportion is somewhat smaller. 



104 


LOCAL REVENUES 


increases in revenue needs, this is a very substantial rise. In 
particular, so large an increase runs counter to the view, which 
was widely held in the prewar years, that the productivity of 
the property tax has about reached its practicable limits. 

Recent and current trends suggest that under present condi- 
tions property taxes are capable of considerable expansion. 
Because of their importance for local finance, we shall discuss 
these trends in detail. 

There was some increase in local property taxes during the 
war years. Between 1940 and 1943 combined state and local 
property taxes rose by roughly 200 millions." A further in- 
crease occurred between 1943 and 1945, bringing the com- 
bined state and local total for the later year to over 4.9 bil- 
lions. Of the latter amount, local governments accounted for 
4,640 millions.^ To some extent, increased collections — espe- 
cially during the early war years — resulted from the collection 
of delinquent taxes; tax delinquency was generally reduced to 
very low figures. 

Local property taxes have risen sharply since the end of 
the war. The increase in local collections in 1946 was about 
265 millions and the trend has since been sharply upward. 
Local tax rates are rising in most areas. Contrary to a widely 
held view, property-tax rates have not generally reached their 
maximum attainable limits. The impression that they have is 
mainly an outgrowth of the experience of some of the larger 
municipal governments and the resistance to further increases, 
which has at times developed. 

For example, in Massachusetts 292 cities and towns reported 
increased rates for 1946 taxes payable in 1947, ranging from 

®The national income unit of the Department of Commerce estimated 
combined state and local property taxes at 4.6 billions for 1943, as compared 
with 4*4 billions for I940. Survey of Current Business, April 1944, P- 
These are calendar year estimates. 

Virtually the entire increase in property taxes during the war years 
accrued to local governments. Property taxes collected for the account of 
state governments amounted to 260 millions for 1940 and 276 millions for 
1945 *^ The 1945 total was abnormally large because of the collection of 
45 million dollars in back railroad property taxes and interest in New 
Jersey. The preliminary total for 1947 is 262 millions. 
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lo cents to $20 per $1,000 of assessed valuation; in 37 cities 
and towns the rate was the same as for the preceding year; and 
only 22 cities and towns reported reduced rates, with most 
of the decreases in the range of 10 cents to $5 per $1,000/ 
These data are of particular interest for the reason that 
Massachusetts is classed as an urban state. It is also a state 
ill which considerable attention has long been given to property 
tax burdens and possible means of lessening them. 

For the nation as a whole, increases in city tax rates up to 
1946 were fairly moderate. Thus, the average tax rate of 
249 American cities increased by only $1.75 per $1,000 be- 
tween 1941 and 1946, or from $39.48 to $41.23. Adjusted 
to take into account the prevailing ratios of assessed to true 
value, the increase was only 75 cents per $1,000, or from 
$27.34 to $28.09. It is significant, however, that 52 cents 
of the 75-cent increase was accounted for by the increase for 
1946 over 1945. A comparable tabulation for 1947 indicated 
a decrease in the adjusted tax rate of 5 cents per $1,000, or 
from $28.09 to $28.04." 

The rates imposed for school purposes appear to be increas- 
ing most rapidly. For example, in Iowa, Kansas, and Ne- 
braska, increased levies for public schools have accounted for 
the bulk of the sharp rise in total property levies since 1944. 
Higher tax rates account for most of the increases in these 
states; taxable valuations have shown relatively small changes. 
In some states the pressure for school funds has necessitated 
amendments to levy limitations; South Dakota is an example.'" 

^New York TimeSj Dec. i, 1946, sec. i, p. 51* The rates here referred 
to are for all levies on property — ^not merely those for city or town pur- 
poses. Under the Massachusetts system, taxes are imposed by the state 
and counties on the cities and towns. Since the property tax is the principal 
flexible element, these taxes are in effect reflected in local property tax rates. 

®“Tax Rates of American Cities,” National Municipal Review, Vol. 35, 
December 1946, p. 570 and Vol, 37, January 1948, p. 16. 

“The South Dakota legislature meeting in 1947 increased the limit for 
independent school districts from 25 mills to 40 mills. A county-wide levy 
for the payment of tuition of pupils of common school districts attending 
high school outside their own school districts was also authorized; districts 
operating an accredited four-year high school are excepted. Letter from 
Division of Taxation, May 2, 1947. 
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Upward adjustments in taxable valuations are now being 
made. At least three factors are contributing to the rise in 
taxable values. First, property values have risen both sharply 
and unevenly. It is now generally agreed that property values 
will be well above those of prewar years."" Second, in some 
areas government-owned properties acquired or developed to 
meet wartime needs are being returned to private ownership 
and added to the tax rolls. Third, new buildings are coming 
on the tax rolls. Despite the impediments to construction ac- 
tivities during 1946 and 1947, there Avas considerable private 
construction; a further upward swing in the immediate future 
seems likely."^ 

Mainly because of these factors, assessed valuations in most 
areas are now showing an upward trend. Thus, for the 249 
cities previously referred to the average per-capita assessment 
for 1946 was 5.3 per cent larger than that for 1945. The com- 
parable increase reported for 1947 is 15.7 per cent. The latter 
increase was substantially larger than that for any other recent 
year. For the period 1941 to 1946 the increase was 10.5 
per cent.“ 

Rising tax rates combined with the upward trend in assessed 
A^aluations have meant sharp increases in property tax levies. 
Thus, for the 12 states included in the table on page 107 the 
increase in taxes payable in 1947 over those payable in 1940 
averaged about 32 per cent. For a number of other states, 


In some areas adjustments in valuations for the property tax are just 
beginning and in others they have not yet begun. The gradual nature of 
the adjustments to a changed level of values is not solely a result of the 
inertia of assessment officials. In a number of states real estate, which 
comprises the bulk of the tax base, is assessed biennially or quadrennially; 
in several states the interval is in excess of four years. 

“One offsetting factor may be noted. Veterans’ exemptions will tend 
to retard the growth of the property tax base. For example, on Nov. 5, 
1946 Louisiana adopted a constitutional amendment increasing the home- 
stead exemption of World War II veterans from $2,000 to $5,000 for the 
period 1947-52. In Iowa it has been estimated that veterans’ exemptions 
will amount to upwards of 100 millions, or something like 3 per cent of the 
tax base. 

“ “Tax Rates of American Cities,” National Municipal Review j December 
1946, p. 572 and January 1948, p. 16. 
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for which complete data for 1947 were not available, marked 
upward trends were reported. In all cases the larger part of 
the rise since 1940 has been concentrated in the years since 
the end of the war. 


Local Property Taxes Payable in 1947 Compared With Those Payable in 
1940, Twelve Selected States a 


State 

Taxes Payable 
(In millions 
of dollars) 

Increase 
1940 to 
1947 

(Percent) 

1940 

1947 

California b 

293.7 

468,5 

59.5 

Colorado 

37.1 

48.0 

29.4 

Indiana ^ 

104.4 

141.9 

35.9 


91 ■; 

124 0 

35.6 



‘;9 4 

76 4 

28.6 

Minnesota 

102.4 

128.0 

25.0 

Nebraska 

40.3 

53.9 

33.9 

Tennessee e 

23.6 

31.1 

31.4 

Utah 

17 2 

23 2 

34 9 

West Virginia 

28.7 

3 i.O 

8.0 

Wisconsin 

108.8 

145.1 

33.4 

Wyoming • • . 

7.7 

10.0 

29.1 


a Data obtained from reports of and correspondence with state taxing authorities, 
b Includes general property and solvent credits taxes, 
a figures include amounts for state purposes. 

Total local levies before deduction of taxes canceled by homestead credits, 
e County levies only. 

The present upward trend in tax levies appears to be gen- 
eral in character. The increases have not been restricted to 
any class of government. The levies for school purposes, 
however, have generally shown the largest relative increases. 
On the other hand, there are indications that the increases in 
the larger cities have frequently been smaller than comparable 
increases for all local governments combined. Nevertheless, 
some cities have reported very marked rises. For example, 
Detroit’s total levies — city and school- — amounted to 97 mil- 
lions for 1946-47, an increase of 43 per cent over the com- 
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parable total of 67.6 millions for 1939-40.“ For Minne- 
apolis 1946 levies are reported at 28.9 millions, as compared 
with 21.4 millions for 1939, an increase of almost 35 per cent."" 

The foregoing analysis suggests that a substantial part — 
perhaps one half or more — of the indicated increase in local 
property tax collections had been attained by 1947. If this is 
correct, an average annual increase for the next five years of 
less than 200 millions would be necessary for our estimate of 
6 billions to be realized. Considering the marked rise in public 
school costs for 1947-48, among other factors, this figure may 
well prove to be conservative. 

In concluding the discussion of local property taxes, men- 
tion should be made of the relation between administration 
and revenues. Improvements in administration will unques- 
tionably contribute to the rise in property tax revenues. With 
growing demands for revenues, increasing attention is being 
given to the quality of administration, especially assessment 
methods and procedures. As has been well stated, the “pos- 
sibilities for more effective property tax assessment adminis- 
tration are almost innumerable.’’"” However, it would be easy 
to overemphasize the possibility of substantial betterments 
over a period of five years. But for the longer run this factor 
may be of major importance. 

II. OTHER LOCALLY COLLECTED TAXES 

Locally collected taxes other than the property tax include : 
(i) general and retail sales taxes; (2) income taxes; (3) 
special sales taxes and other excises; (4) taxes on specific 
businesses; (5) motor vehicle licenses; (6) other nonbusiness 

“ Detroit Bureau of Governmental Research, Background for Budgeting, 
March 1947, P- 7 - 

“Letter from Board of Estimate and Taxation, Apr. ii, 1947. Levies 
for state purposes are not included. 

“E. L, Maynard, “Practical Possibilities for More Effective Property 
Assessment Administration,” National Tax Association, Proceedings (1944), 
p. 319. Mr. Maynard observes that while some states have instituted pro- 
grams of betterment, much remains to be accomplished. There are “other 
states that, regrettably, have yet to recognize the inadequacy of their prop- 
erty tax administration and to adopt the measures and policies that have 
gained acceptance and support wherever any premium is placed upon effi- 
ciency and equity in public management.” The same, p. 312. 
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licenses; and (7) miscellaneous taxes. In 1940 the combined 
revenues obtained from these taxes amounted to about 380 
millions, or roughly 8 per cent of all locally collected taxes. 
For 1952 we have included 925 millions. 

Expansion of local revenues from these sources will be influ- 
enced by enabling laws approved during the 1947 sessions of 
state legislatures. For example, New York county and city 
governments have been granted the power to levy special taxes 
which would yield an estimated iii millions, if used by all 
eligible units.” Even broader revenue-raising powers were 
granted local governments in Pennsylvania.^® 

General and retail sales taxes. In 1940 the yield of locally 
administered general and retail sales taxes was 66 millions. 
The largest part of the revenues in that year W'as accounted 
for by the New York City sales and use taxes, Avhich amounted 
to 55 millions. New Orleans ranked second with revenues of 
about 1.5 millions.^ Other cities imposing sales taxes in 1940 
included Charleston and Huntington, West Virginia. In con- 
trast with the New York and New Orleans taxes, these levies 
are of the general type. The rates in both cities have been 
very moderate.*” 

The present upward trend in local sales tax revenues is 
strongly influenced by recent adoptions. In 1945 and 1946 
Los Angeles and a number of smaller California cities enacted 
ordinances imposing sales taxes.*" In early 1947 no less than 

New York Times, Mar, 25, I947> P* i* 

“Act 481 of 1947. 

“The New Orleans tax in effect during 1940 was a i per cent general 
retail sales tax. The city tax was collected by the state along wdth the 
state tax, and the proceeds — ^less costs of collection — ^were remitted to the 
city. The net yield to the city was about 1.4 millions. At present New 
Orleans collects its own tax at the rate of 2 per cent. Letter from New 
Orleans Bureau of Governmental Research, May 5, 1947* 

®”A. M. Hillhouse and Muriel Magelssen, Where Cities Get Their 
Money (1945), p. 52. Taxes often classed as sales taxes were also im- 
posed by St. Louis and Kansas City. These taxes, however, are probably 
best classed as license taxes. 

The smaller cities here referred to include Oakland, San Diego, Berke- 
ley, Santa Ana, San Bernardino, Santa Barbara, and ten smaller places. 
Edward Roesken, “Municipal Income, Sales and Use Taxes,” Taxes, Vol. 
24, October 1946, p, 976. 
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53 California cities were collecting sales taxes. The rate in 
1 1 cities is i per cent and in 42 cities one half per cent. An- 
nual revenues of 45 cities for which estimates are available 
are placed at 14.2 millions. Of this total, Los Angeles ac- 
counts for 7.2 millions.^ 

Erie County, New York, imposed a i per cent sales tax 
effective July i, 1947, the proceeds to be employed for school 
purposes. The City of Syracuse recently passed a sales tax 
effective March i, 1948; the rate is 2 per cent. The proceeds 
of this tax may be used for general city purposes. Though 
the special enabling law referred to requires that counties em- 
ploy the taxes for school purposes, cities are not so restricted. 

In the table on page 103, we have included 250 millions for 
local sales tax revenues in 1952. This figure assumes that the 
New York City tax will be continued at the rate of 2 per cent. 
Sales tax revenues of this city are currently estimated at 
about 120 millions a year. 

Income taxes. Under the revenue program on page 103, 
local income-tax revenues would amount to 50 millions for 
1952. In 1940 the yield was only 20 millions; virtually the 
entire amount was collected by Philadelphia and Washington, 

D. C. 

Prior to 1940 taxes on net income for local purposes were 
collected only in the District of Columbia. In the immediate 
prewar years, the combined revenues from the District’s indi- 
vidual and corporate taxes ranged between i and 2 millions. 
All the revenues accrue to the District government, which is 
coterminous with the city of Washington."" 

Philadelphia has levied a tax on salaries and wages since 
1940. This tax applies to the entire salaries and other com- 
pensation of individual residents of the city and to salaries and 

^Richard Graves, “Sales Tax in 53 California Cities,” Western City, 
March 1947, p. 24. 

“The District of Columbia income taxes are often classified as state 
income taxes. We have here classed them as local taxes for the reason that 
the revenues accrue to a government whose functions correspond in the 
main with those of other large municipalities. The laws imposing these 
taxes were enacted by the Congress of the United States. 
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other compensation of nonresidents for work done or services 
performed within the city. Employers are required to with- 
hold the tax and to make monthly returns. The tax also 
applies to the net business profits of trades, businesses, profes- 
sions, and other enterprises operated by residents, and to 
profits of similar nonresident enterprises to the extent con- 
ducted in the city of Philadelphia. However, this tax is not 
applicable to corporations which pay a state income tax."" 
The present rate of tax is i per cent; for the first few years it 
was 1.5 per cent. In recent years revenues have ranged from 
20 millions to about 25 millions. 

Hvo additional cities — ^Toledo and St. Louis — adopted local 
income taxes in 1946. The Toledo tax applies to salaries, 
wages, and other compensation earned after March i, 1946. 
Included in the tax base are the net profits of businesses, pro- 
fessions, and other activities. Income of nonresidents is taxed 
to the extent earned in the city. Withholding and quarterly 
payments are required. In contrast with the Philadelphia tax, 
the allocated net profits of corporations are subject to the 
Toledo tax. The rate of tax on all classes of taxable income 
is I per cent. Revenues have been estimated at 4 millions for 
1947 and 5 millions annually for 1948— 50.^’ 

The scope of the St. Louis income or earnings tax, which 
became effective on August i, 1946, was comparable with that 
of the Toledo tax. This tax, however, remained in effect less 
than a year. It was declared unconstitutional by the circuit 
court of St. Louis in the spring of 1947.^“ The decision of 
the lower court was later upheld by the Missouri Supreme 
Court."' 

Pennsylvania imposes a tax on the incomes of corporations, but not on 
individual incomes or incomes earned by other forms of business organiza- 
tions. A statutory provision prohibits first- and second-class cities from 
taxing subjects already taxed by the state. Philadelphia is the only first- 
class city. Roesken, “Municipal Income, Sales and Use Taxes,” Taxes, 
P-972. 

^The Toledo City Journal, Oct. 19, 1946, p. 583. 

^ National Municipal RevieiA,\Y 194."], y>. 22g. 

Tax Administrators NewSjYol. 11, ^.6']. 



112 


LOCAL REVENUES 


Columbus, Ohio, recently adopted an income tax effective 
January i, 1948. The rate is one-half per cent and the tax is 
to remain in effect for five years. This tax applies to wages, 
salaries, and other compensation for personal service, and to 
the net profits of professions, unincorporated businesses, and 
corporations. The yield for 1948 has been estimated at 2.5 
millions."® 

Other communities have considered local income taxes of 
the type here discussed, but thus far adoptions have not been 
frequent. Though the Philadelphia type of levy is rated 
a good metropolitan tax,"° the rapid extension of locally ad- 
ministered income taxes does not appear imminent. 

Special sales taxes and other excises. Included in this classi- 
fication are local taxes on the sale of tobacco and gasoline, 
together with the New York City taxes on business gross 
income.®" Revenues for 1940 were reported at about 24 mil- 
lions. We have included 75 millions for 1952 in the table on 
page 103. 

Since 1940 the number of local governments levying special 
local sales taxes on cigarettes and tobacco products has ex- 
panded greatly. The 1946 additions include Miami, Omaha, 
St. Joseph, and Wheeling.® At the end of 1946 there were 
35 cities that imposed cigarette taxes at one or two cents a 
pack. No less than 32 of these cities were in Alabama, Flor- 
ida, and Missouri.® Baltimore is a recent addition to the cities 
taxing tobacco products.® 

“The same, Vol. ii, p, 137. 

“A major problem confronting many large cities is how to reach the 
outsider who benefits from the city’s services. Philadelphia’s “daylight citi- 
zens” have been contributing between 6 and 7 millions annually, or roughly 
one third of the local income tax yield. Hillhouse and Magelssen, Where 
Cities Get their Money, p. 107. 

Strictly speaking, the local taxes on alcoholic beverages not imposed as 
license taxes belong in this group. However, these taxes were included 
under “taxes on specific businesses” in the basic data used for 1940, and 
we have retained the same classifications for 1952. In 1940 local taxes on 
consumption of alcoholic beverages were a very minor item. 

®^Tax Institute, Policy, November 1946, p. g. 

“Trends in Municipal Tax Revenues and Service Charges,” Public 
Management, Vol. 29, April 1947, P* 102. 

“Hillhouse, 1947 Supplement to Where Cities Get Their Money, p. 8. 
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Taxes on the sale of gasoline were levied by 242 cities at 
the end of 1946; included are a number of cities of less than 
5,000. Ail but 12 of these cities are in Alabama, Missouri, 
and New Mexico. The rates range from a fraction of a cent 
to three cents per gallon.'^ 

Taxes on specific businesses. This classification includes 
special taxes on corporations and public utilities, companies 
selling alcoholic beverages, local taxes on amusements, and a 
variety of minor business taxes. Most of these levies are im- 
posed as license taxes. Revenues for 1940 amounted to 179 
millions. In the table on page 103, we have included 400 mil- 
lions for these taxes in 1952. 

A number of cities have revamped their business license 
schedules with a view to increasing their productivity. Those 
reported in the period 1942-45 include Detroit, Boston, Mad- 
ison, Wisconsin, Fort Myers, Florida, and four California 
cities — Sacramento, San Bernardino, Alameda, and Richmond.® 
More recently, increased rates have been made effective in New 
York City, Los Angeles, and Charlotte, N. C., among other 
cities.® Special utilities taxes are also being used by an increas- 
ing number of cities. Additions in 1946 included Portland, 
Oregon, and Youngstown, Ohio. Long experience with business 
license taxes, together with the fact that an administrative 
mechanism is already at hand, is a strong reason favoring in- 
creased use of this form of levy. 

Business license taxes at moderate rates often produce sub- 
stantial revenues. For example, in 1946 New York City raised 
13.6 millions from a low-rate license tax on gross receipts. 
In the same year Seattle obtained 1.5 millions from a similar 
tax and Kansas City collected $643,000.®^ 

In the opinion of some, higher rates for and additions to 

““Trends in Municipal Tax Revenues and Service Charges,” Public 
Management^ p. 102. 

Hillhouse and Magelssen, Where Cities Get Their Money ^ p. 20 . 

““ Hillhouse, 1947 Supplement to Where Cities Get Their Money, 99. 4-^. 

“^ “Trends jn Municipal Tax Revenues and Service Charges,” Public 
Management, 9. lOl. 
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business license taxes represent the most logical solution of 
the revenue problems of the cities,^ While it is not likely that 
revenues will rise to a point where they will constitute a major 
source of income, a fairly pronounced expansion seems prob- 
able, especially in the case of larger municipalities that are 
hard pressed for additional funds. 

Motor vehicle licenses. Local motor vehicle license taxes 
accounted for revenues of less than 25 millions in 1940. We 
have included 35 millions for 1952 In the table on page 103. 

An important reason for the comparatively small revenues 
from this source is that in most states the cities do not have 
authority to levy a motor vehicle license tax, registration fee, 
or wheelage tax. In 1945 this form of tax could be imposed 
for municipal purposes in only 12 states*” and was being used 
by cities in only 10 of the states. The exceptions were Minne- 
sota and South Dakota. Municipalities were specifically for- 
bidden to impose registration taxes in 24 states and are “evi- 
dently” forbidden in three others. In 9 states there was 
neither a statutory denial of this right nor a specific authoriza- 
tion. In 4 states the counties w'ere authorized to levy registra- 
tion taxes, in 29 states this right was specifically forbidden, 
and in 14 states the law was silent.^ 

The most extensive use of local motor vehicle license taxes 
is found in Illinois, Missouri, North Carolina, Virginia, Ar- 
kansas, and Kentucky. Large cities deriving substantial reve- 
nues from this source include Chicago, St. Louis, Kansas City, 
Louisville, and Richmond.'^ 

Other nonbusiness license taxes. In 1940 local governments 
obtained about 50 millions from nonbusiness license taxes in- 
cluding permits. Licenses and permits for building constriic- 

“See, for example, Malcolm M, Davisson, Business License Taxes: A 
Major Potential Source of Municipal Revenue, Report No. 37, League of 
California Cities, September 1945. 

“The twelve states are Arkansas, Illinois, Kentucky, Minnesota, Mis- 
souri, Nebraska, Nevada, North Carolina, South Dakota, Tennessee, Utah, 
and Virginia. Hillhouse and Magelssen, Where Cities Get Their Money, 
p.84. 

The same. 

The same. 
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tion and regulatory licenses of various kinds account for a 
substantial part of the total. Charges for street and highway 
use are also of some importance. In the table on page 103, 
revenues for 1952 are placed at 75 millions. 

Miscellaneous local taxes. Taxes not elsewhere classified 
accounted for revenues of 15 millions in 1940, Included in 
this total are poll taxes, the New York City tax on racing, 
local death taxes, and a variety of other levies of minor revenue 
importance. In the distribution for 1952, we have included 
40 millions for revenues from these sources. 

III. LOCAL SHARES IN STATE TAXES 

“Shared state tax” is used to describe those state-imposed 
taxes which are shared with local governments in proportion 
to — or substantially in proportion to — the revenues collected 
in or produced by the local units. “Local share” refers to the 
portion of the receipts collected for or accruing to local gov- 
ernments. A state grant-in-aid, on the other hand, is a pay- 
ment of state funds to local governments for the support of 
specified functions or general governmental purposes, without 
regard to the local jurisdiction in which the revenues were 
collected."" 

Though the distinction between local shares. and state grants 
is regarded by some as less significant than formerly,"" it has 
been retained in the present study. One reason for this deci- 
sion was that this distinction had generally been made in sta- 
tistical compilations for 1940. Recently, another reason for 
distinguishing between local shares and grants has become of 
considerable importance. If state tax moneys are to be appor- 
tioned in a manner that will benefit many of the hard-pressed 

"^When it is desired to refer to both local shares and grants, “aids to 
other governments” is now commonly used. 

“Prior to 1941 a sharp- distinction was drawn between local shares and 
grants in the statistical compilations of the United States Bureau of the 
Census. Local shares were excluded from state revenues and accounted for 
as agency receipts; in turn, the amounts involved were treated as tax 
revenues of the local governments receiving them. Moneys transferred as 
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city governments, allocation on the basis of collections rather 
than some formula designed to measure need will be essential. 
Since the cities are usually the best economic units, they are 
generally not interested in aid formulas which emphasize needs 
and the maintenance of minimum standards in the performance 
of specific governmental functions. 

We do not wish to imply that a much greater expansion in 
local shares than in grants is to be expected. On the contrary, 
equalization grants are likely to receive more consideration 
than urban claims for shared taxes. Without minimizing the 
seriousness of the revenue problems of the cities, many of the 
poorer economic units are also faced with pressing revenue 
needs. A significant factor in this connection is that most 
state legislative bodies are more interested in the problems of 
the rural sections. In some instances they are even anti-urban in 
their reactions to the fiscal problems of the cities."* Mainly 
because of the geographic and economic composition of most 
state legislatures, the trend in local shares will at best be only 
moderately upwards; an expansion so sharp as to affect mate- 
rially the distribution of local revenues by sources is not 
probable. 

Supplemental optional local rates, it has been suggested 
that, as an alternative to shared taxes, local governments be 
given the authority to add supplemental rates to certain exist- 
ing state taxes. Revenues derived from the supplemental rate, 
less a proportionate part of the costs of administration, would 
be returned to the city or other local unit. Several advan- 

grants, on the other hand, were included in state tax or other revenues, 
and reported as grant-in-aid receipts by local governments. In later years 
the distinction between local shares and grants has not been emphasized 
in the publications of the Bureau. Local shares have been counted as 
revenues of the paying government and listed under “aids from other gov- 
ernments” in the gross revenues of the receiving government. At the time 
this change was made, there seemed to be good reasons for the departure 
from the_ previous practice. In particular, there were certain borderline 
cases whidi might presumably be classed either way, and expert opinion 
often differed concerning the best classification for particular items. 

Harold L. Henderson, “State Aids as a Possible Revenue Source for 
Cities,” Bulletin of the National Tax Association, Vol. 32, November 1946, 
p. 43. 
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tages are claimed for this plan. First, the principle of home 
rule is upheld; the local government’s legislative body decides 
whether a supplemental rate shall be imposed. Second, the 
optional feature of the plan meets the diverse needs of the 
cities or other local units; many cities may have no need for 
the additional revenues.'^ 

At this juncture it is not possible to forecast whether the 
revenues derived from supplemental rates will play a signifi- 
cant role in local finance — especially municipal finance — in the 
years ahead. It seems certain, however, that this proposal 
will be considered by some state legislatures. Such a plan has 
been specifically recommended to the Michigan legislature by 
a special interim legislative committee. This committee sug- 
gested that the state reduce its rate for the retail sales tax 
from 3 per cent to 2 j'i per cent, and at the same time grant 
the cities the authority to levy a supplemental rate of one-half 
per cent.''® 

In the revenues for 1952 shown in the table on page 103, 
we have included 450 millions for local shares in state taxes, 
including revenues from supplemental rates. In 1940 local 
shares amounted to 271 millions." 

IV. NONTAX REVENUES 

Local governments collect substantial revenues from nontax 
sources. These revenues may be conveniently classed under 
special assessments, charges for services, interest and rents, and 
miscellaneous nontaxes." In 1940 the combined revenues from 

The same, p. 47. 

^'^Preliminary Report of the Michigan Tax Study Advisory Committee, 
January 1945, pp. 21-24. 

‘‘’^The indicated increase over 1940 is proportionately smaller than that 
for state grants received by local governments. One reason for the differ- 
ence is that the state of New York has recently abandoned its system of 
shared taxes in favor of per-capita grants. Session Laws (1946), Chap. 301, 
Grants received from other governments are not included. Our analysis 
relates only to revenues derived from local sources, which are here defined 
to include local shares but to exclude grants. Also excluded are contribu- 
tions from public service and other business enterprises. It is estimated 
that in 1952 contributions from these enterprises to general revenues will 
exceed contributions to such enterprises by 60 millions. 
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these sources amounted to 590 millions. Under the revenue 
program for 1952 shown in the table on page 103, slightly over 
I billion dollars would be obtained from nontax receipts. 

Special assessments. Special assessments are benefit levies 
made mainly for the purpose of financing capital outlays such 
as street construction and sewers.'*" In theory, the properties 
against which the levies are imposed derive a direct benefit 
equal to the assessment. In 1940 local governments obtained 
slightly over 100 millions from this source. For 1952 revenues 
from special assessments have been placed at 150 millions. 

When one considers the large expenditures on urban street 
construction and improvements that are expected over the next 
three to five years, the increase here estimated may appear 
rather moderate. However, there is one important factor 
working in the opposite direction. Experience with special 
assessment financing has frequently been far from satisfactory. 
Moreover, this type of financing has often proved to be de- 
cidedly uneconomical. In many communities it has come to 
be regarded with disfavor by both public officials and con- 
tractors. 

Charges for services. Local governments perform a variety 
of services for which specific charges or fees are imposed. 
Included among these are court costs and fees, recording fees, 
police charges, protective inspection fees, bridge and tunnel 
tolls, hospital charges, various school and library revenues, 
and fees covering admission to and use of recreational facili- 
ties, together with other items. 

In 1940 local governments collected 330 millions from 
service charges of all kinds. We have included 660 millions 
for 1952 revenues from this source. This figure assumes a 
sharp expansion in revenues of urban governments, especially 
the larger cities, and moderate increases for county and other 
local governments. In recent years a number of cities have 
either increased the range of service charges or raised the rates 

‘W number of cities levy special assessments to meet certain current or 
operating expenses. These assessments are here classed under “charges for 
services.” 
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for existing charges. Similar action is currently being con- 
sidered by other municipalities.^ 

Interest and rents. Local revenues from the use of public 
money and property amounted to about 107 millions'" for 
1940. We have included 150 millions for 1952. 

Because of the improved current or cash position of many 
local governments, interest income will no doubt show sharp 
increases in some cases. Interest earnings on federal bond 
holdings will help to swell the total. An offsetting factor is 
that interest rates are somewhat below prewar levels. In 
general, income from rents will doubtless show smaller rises 
than interest. To the extent that public properties are rented 
under long-term agreements negotiated in prewar and the early 
war years, the rise in total rental income will be retarded. 

Other nontax revenues. This miscellaneous classification 
includes fines, forfeits, escheats, and donations from private 
sources. Revenues for 1940 were 51 millions. For 1952 we 
have included 80 millions. 

“A number of cities have introduced charges for garbage collection in 
recent years. In 1946 Cincinnati, Dallas, Detroit, and St. Paul, among 
other cities, imposed charges for such service. Tax PoUcyj Vol. 13, No- 
vember 1946, p. 8. See Also Hillhouse, 1947 Supplement to Where Cities 
Get Their Money, pp. 17 ff. 

“ This figure includes a small amount for royalties and net proceeds from 
the sale of property. 


CHAPTER VII 

SOCIAL SECURITY FINANCES 

The discussion in preceding chapters has not included ex- 
penditures payable through the social security trust funds or 
the pay-roll taxes. These expenditures and revenues must be 
taken into account if a complete fiscal picture is to be presented. 
Though nominally the social security taxes are unavailable for 
general governmental purposes, in practice revenues in excess 
of cash payments through the trust funds are used to finance 
general functions or to retire debt held by the public. 

I. OLD-AGE AND SURVIVORS INSURANCE TRUST FUND 

Expenditures. Benefits payable in 1952 through the old- 
age and survivors insurance trust fund are estimated at 840 
millions to 950 millions — with no change in coverage." The 
probable expenditure is placed at 900 millions.® Adding 40 
millions for administrative expenses payable through the fund, 
the total becomes 940 millions. 

Larger amounts would be required if the coverage of the 
old-age insurance system should be extended.® Though it 'is 
probable that some extensions will soon be approved, they are 
difficult to gauge in time. After considering all factors, ex- 
tensions and increases in benefits calling for an increase of one 
fifth in expenditures might be approved within the next four 

^ Estimated on the basis of the trend indicated by recent estimates for 
1947-51 prepared by the Social Security Administration, and published in 
Seventh Annual Report of the Board of Trustees of the Federal Old-Age 
and Survivors Insurance Trust Fund, S. Doc. i8, 8o Cong, i sess., p. lO. 

“ Benefits paid during the fiscal year 1947 were 426 millions, an increase 
of 105 millions over 1946. U. S. Treasury Department, Daily Treasury 
Statement, June 30, 1947, p. 3* 

“A study made a few years ago indicated that in 1944 only 30.4 million 
out of 51.8 million employed civilians were covered by the old-age insurance 
system. Of those excluded, railroad workers and many federal, state, and 
local employees are covered by separate retirement plans. The self-employed, 
agricultural laborers, domestic service workers, and employees of nonprofit 
institutions were the major groups not covered under the old-age system. 
Issues in Social Security, A Report to the Committee on Ways and Means 
by the Committee’s Social Security Technical Staff (1946), p. 26. 
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years. On this assumption, 1952 benefits would be about 
1,080 millions. Including 50 millions for administration, the 
total becomes 1,130 millions. 

Cash receipts. Revenues from the federal old-age taxes are 
currently running at the rate of almost 1.5 billions a year, or 
well over double those for 1940. Total cash receipts credited 
to the fund in 1947 amounted to 1,459 millions, as compared 
with 1,238 millions for 1946. In these years the rates were 
the same as at present; that is, i per cent on employers and i 
per cent on employees, or a combined rate of 2 per cent of 
taxable pay rolls 

Revenues collected in 1952 will be influenced principally by 
three factors: (i) the rates in effect; (2) the level of business 
activity; and (3) whether or not coverage is extended. Under 
the law now in effect, the rate for each tax will remain at i 
per cent for the calendar years 1948 and 1949. For 1950 and 
1951 the rate will be 1.5 per cent, and for 1952 and thereafter 
it will be 2 per cent." The average rate for taxes collected 
during the fiscal year ending June 30, 1952 will therefore be 
about 1.6 per cent, or a combined rate of 3.25 per cent.® 

The next step is to consider the probable pay-roll base under 
present coverage. For the period to which collections for the 
fiscal year 1946 relate, income payments were about 160 bil- 
lions, and wages and salaries paid by others than government 
were roughly 79 billions.'' Collections of 1,238 millions indi- 
cate taxable wages and salaries of 61.9 billions, or 78.3 per 
cent of the total for the private sector of the economy. We 
shall use the latter figure in our approximations for 1952. 

In 1951—52 the base for the old-age tax under present cov- 

Taxable wages include noncash remuneration; they do not include any 
amounts in excess of $3,000 per year. Internal Revenue Code, sec. 1426 (a). 
These taxes apply to wages paid to or received by persons engaged in all 
types of employment not specifically excluded. The exclusions are enumer- 
ated in sec. 1426 (b). 

® Public Law 379, 80 Cong. I sess. 

®The old-age taxes are payable quarterly and there is a lag of about 
three months. Under present practice three of the four quarterly collection 
dates for calendar year 1951 taxes would fall within the fiscal year 1952. 

^ These figures are for the 12 months ended Mar. 31, 1946. 
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erage will probably be well above that for 1945-46. Total 
private wages and salaries, according to present indications, 
will be relatively larger and aggregate governmental wages 
and salaries smaller than in 1945-46. With income payments 
at 165 billions, private wages and salaries would perhaps be 
90 billions. Applying the ratio of 78.3 per cent, the taxable 
portion of pay rolls may be estimated at 70 billions. At an 
average combined rate of 3.25 per cent, the yield would be 
roughly 2,275 niillions. 

Taxable pay rolls would be substantially larger if coverage 
is extended. To take account of this contingency, we shall 
assume that increases in coverage will result in roughly a one- 
fifth increase in the tax base. On this basis, the yield would 
be 2,730 millions. 

II. RAILROAD RETIREMENT ACCOUNT 

Expenditures. Railroad retirement benefits are estimated 
at 240 millions for 1952. Including 5 millions for administra- 
tion, the probable expenditure becomes 245 millions. The 
range is placed at 230 millions to 260 millions. 

The estimate of 240 millions for benefits payable in 1952 
assumes only a moderate increase over the revised estimate of 
228.5 millions for 1948.® The significant fact, however, is 
that — as a result of liberalizing amendments approved in 
1946“ — annual requirements are now well above those of 
earlier years. For the fiscal year 1946, total benefits were only 
152 millions. 

Cash receipts. Railroad retirement taxes have risen sharply 
in recent years. Collections for 1940 were 12 1 millions. By 
1944 the total reached 267 millions, and for 1946 collections 
were 283 millions. The original budget estimate for 1948 
was 487 millions; the revised figure is 557 millions. 

The upward trend in revenues has resulted mainly from 
three factors. First, there was a sharp rise in railroad employ- 
ment during the war years. Increased hours of work, reten- 

® Letter from Railroad Retirement Board, July 23, 1947. 

®6o Stat. 722. 
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tion of some employees beyond the customary retirement age, 
and additions to the railroad labor force, among other factors, 
tended to keep the tax base at a high level. The second factor 
is the upward trend in tax rates. For the fiscal year 1940 the 
average effective rate was slightly less than 2 % per cent for 
each tax — on em.ployers and employees.^ Moderate increases 
effective in later years brought the average rate for 1946 to 
somewhat less than 3^ per cent. Third, wage increases in 
the railroad industry have contributed to the rise in revenues. 

The sharp estimated rise in the yield for 1948 over 1946 
is largely a result of amendments approved in 1946, wTich pro- 
vided for much higher rates. The rate for 1947 and 1948 
was fixed at 5^4 pci* cent, or a combined rate of 11.5 per 
cent;"^ the rate formerly provided for these years was 3^ per 
cent, or a combined rate for the two taxes of 7 per cent. For 
the calendar years 1949-51 the rate will be 6 per cent for each 
tax, and thereafter it becomes 6^4 pcr cent — or a combined 
rate of 12.5 per cent.“ 

It follows from the above that the average rate for collec- 
tions covered into the Treasury during the fiscal year 1952 
will be slightly over 6 per cent for each tax, or a combined 
rate of over 12 per cent. The taxable railway pay roll we 
shall estimate at 4.5 billions, or somewhat less than that used 
in arriving at the revised budget estimate for 1948.“ On this 
basis, railroad retirement taxes for 1952 become about 550 
millions. 

“The rate for the calendar year 1939 was 2^ per cent, and that for the 
calendar year 1940 was 3 per cent. Because of the lag between the period 
to which the rates relate and the time wfhen revenues are covered into the 
Treasury, the average rate for fiscal year 1940 collections was some- 
what less than 2% per cent. 

Internal Revenue Code^ secs. 1500 and 1520, as amended by 60 Stat. 
723-24, A corresponding increase was made in the rate for employees’ 
representatives; sec. 1510, as amended by 60 Stat, 723. 

“The taxable portion of the wages of railroad employees includes all 
amounts up to $300 per month. The maximum wages taxable in any one 
year thus become $3,600, as compared with $3,000 for those subject to the 
regular federal old-age tax. 

“This estimate is 557 millions. Divided by the combined rate of 11.5 
per cent, the tax base used becomes about 4.8 billions. 
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III. UNEMPLOYMENT TRUST FUND 

Expenditures. Cash expenditures chargeable to the unem- 
ployment trust fund take the form of withdrawals by the 
states. For 1940 these withdrawals amounted to 483 millions. 
Thereafter there was a sharp decline to 60 millions for 1944; 
the comparable figure for 1945 was 70 millions. In 1946 
there was a sharp increase to 1,128 millions, which was fol- 
lowed by a drop to 817 millions for the fiscal year 1947. The 
budget estimate for 1948 is 750 millions. 

With no change in coverage or benefits, withdrawals in 1952 
may fall in the range of 750 million to i billion dollars. Prob- 
able withdrawals might be 875 millions. This estimate assumes 
that there will be very little unemployment, perhaps only 
slightly more than during the fiscal year 1947. 

Extension of coverage would of course mean an expansion 
of total requirements. ITowever, the increase in benefits would 
not be proportionate at the outset, since no benefits are payable 
unless minimum base-period requirements as to wages have 
been met. For the purpose of our approximations, we shall 
assume that increased coverage and larger benefits will mean 
an increase of one fifth over the previous estimate. On this 
basis, the probable expenditure becomes 1,050 millions and 
the range 900 millions to 1,200 millions. 

Taxes. The basic unemployment compensation tax is a 
federal tax imposed at the rate of 3 per cent."^* However, 
most of the federal tax is offset by credits on account of state 
taxes imposed to finance unemployment compensation.^'’ With 

Internal Revenue Code, sec. 1600. This tax applies only to employers 
of eight or more persons. The specific provision is: “The term 'employer' 
does not include any person unless on each of some twenty days during the 
taxable year, each day being in a different calendar week, the total number 
of individuals who were employed by him in employment for some portion 
of the day (whether or not at the same moment of time) was eight or 
more,” Internal Revenue Code, sec. 1607 (a). Taxable wages include 
remuneration in a form other than cash. They do not include any amounts 
in excess of $3,000 per annum. Excluded employments are the same as 
those for the old-age taxes. 

“ In recent years the federal portion of the combined federal and state 
taxes has fallen in the range of 12 to 15 per cent. The 1946 federal pro- 
poition was 14.8 per cent; that for 1945 was 12.8 per cent. 
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a few exceptions, the original rate for the state taxes was 2.7 
per cent. As merit rating became applicable or was adopted,"® 
however, variable rate schedules became effective. 

State revenues from unemployment compensation taxes now 
exceed i billion dollars a year. In the fiscal year 1946 the 
48 states collected 1,034 millions; the comparable figure for 
1945 was 1,254 millions.” In addition, collections by the 
District of Columbia were roughly 1,8 millions for 1946 and 
1,6 millions for 1945.“ Combined credits to the federal un- 
employment trust fund on account of deposits by the states 
and the District of Columbia are reported at 1,005 millions 
for 1947 and are officially estimated at 1,098 millions"® for 
the fiscal year 1948."® 

If coverage should be the same as in recent years, changes 
in the level of collections will depend on changes in the amount 
of taxable wages and salaries and in the average effective rate. 
For the period ended March 31, 1946, which corresponds 
roughly with that for which collections were reported during 
the fiscal year 1 946, private wages and salaries were about 79 
billions. State collections plus those of the District of Colum- 
bia were 1,036 millions for 1946, or 1.31 per cent of wages 
and salaries exclusive of those paid by government. We have 
previously placed private wages and salaries at 90 billions 
for 1952, or II billions above 1946. At an average effective 

“At the end of 1947 only Mississippi did not have merit rating. During 
the year Montana, Rhode Island, Utah, and Washington put merit-rating 
plans into operation for the first time. Social Security Bulletin, Vol. lO, 
October 1947, p. ii. 

S. Bureau of the Census, State Finances: 1946 (August 1946 pre- 
liminary). 

“Computed from data in Annual Reports of the Secretary of the Treas- 
ury on the State of the Finances, 1944-46. 

“ Because of items unreported or in transit, these figures are not strictly 
comparable to the 1945 and 1946 totals above. The difference between the 
two bases, however, is usually very small. Another reason for the small 
differences is that not all state fiscal years end on June 30. 

We do not here discuss the revenues derived from the federal portion of 
the tax. These revenues are covered into the Treasury as general fund 
receipts, and were considered in Chap. 4. Though the amounts involved 
become available for general purposes, a substantial portion is in effect offset 
by grants to the states for administration of their unemployment compen- 
sation systems. 
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rate of 1.3 per cent, revenues for 1952 would thus be 1,170 
millions. 

Since some increase in coverage between now and 1952 is a 
possibility, this contingency should be taken into account in 
arriving at our final figure. If extensions of coverage should 
mean an increase of about one fifth in tax receipts, revenues 
would become a little over 1.4 billions. 

IV. RAILROAD UNEMPLOYMENT INSURANCE ACCOUNT 

Expenditures. The railroad unemployment insurance ac- 
count is a separate account within the unemployment trust 
fund. Benefits payable through this account are estimated at 
65 millions for 1952.''^ Continuation of generally favorable 
employment conditions in the railroad industry is assumed. 
Adding 5 millions for administrative expenses payable through 
the railroad unemployment compensation insurance adminis- 
tration fund, total expenditures for 1952 become 70 millions. 
The range is placed at 60 millions to 80 millions. 

Cash receipts. Railroad companies employing eight or more 
persons are subject to a tax on pay rolls at a rate of 3 per cent.^*' 
Nine tenths of the proceeds are covered into the Treasury 
as trust fund receipts and credited to the railroad unemploy- 
ment insurance account. The remaining one tenth is covered 
into the Treasury as a special account receipt and comprises 
the railroad unemployment insurance administration fund. 
Credits to this fund have been well above needs, and in recent 
years a substantial portion has been transferred to the railroad 
unemployment insurance account.^"* 

Receipts for the fiscal year 1952 may amount to something 
like 135 millions. This figure Includes the amount credited 

^The budget estimate for 1948 is 64 millions. 

^Internal Revenue Code, sec. 1600. 

^®Thus, for the fiscal year 1946 collections on account of this tax were 
129 millions. Of this amount, slightly over 116 millions was credited 
directly to the railroad unemployment insurance account. The remaining 
12.9 millions was treated as a special account receipt and credited to the 
railroad unemployment compensation insurance administration fund. In 
turn 9.6 millions of the 12.9 millions was transferred to the account. 
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to the administration fund. This figure was obtained by mul- 
tiplying a pay-roll base of 4,5 billions by 3 per cent. 

V. COMBINED CASH EXPENDITURES AND TAXES 

Combined expenditures payable through the social security 
trust funds are estimated at 2.5 billions"' for 1952, as indicated 
in the summary table on page 128. The corresponding figure 
for cash receipts is 4.8 billions. The indicated excess of re- 
ceipts for the four funds combined is thus about 2.3 billions. 
The magnitude of combined receipts and expenditures, to- 
gether with the excess of receipts, indicates clearly that social 
security finances are an important element in the over-all fiscal 
picture. 

In earlier chapters it was assumed that in 1952 general rev- 
enues will equal expenditures. With the budget balanced on 
a cash basis, what disposition would be made of the 2.3 billions 
of excess cash receipts on social security account This sum 
would most likely be used to retire debt held by the public.®’ 
In this event, cash interest requirements would be reduced and 
the reserve borrowing power of the Treasury would be en- 
hanced. On the other hand, if there should be a deficit in the 
regular budget roughly equal to the 2.3 billions of excess social 
security receipts, these funds would be used to cover the deficit. 
That is to say, the Treasury would be in position to meet its 
needs without borrowing from the public. In both cases the 

“'This figure includes small amounts for administration of railroad re- 
tirement and railroad unemployment insurance that are not payable through 
the trust funds. Because of numerous uncertainties, this estimate is subject 
to a wide margin of error. 

““The difference here considered is significant only at the federal level. 
Though the unemployment compensation system for employees other than 
those of railroads is administered by state agencies, the transactions involved 
are merely of nominal significance at the state level. Collections by the 
states are transferred to the federal Treasury for credit to the unemploy- 
ment trust fund, and the national government automatically obtains the use 
of any excess of receipts over requisitions for benefits. 

“®The only other possibility is that the general fund balance of the Treas- 
ury might be increased. This possibility is only of short-run significance. 
It is not likely that the Treasury balance would be increased indefinitely 
when large amounts of market debt are outstanding. 
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legal and accounting provisions of the several acts would of 
course be observed. 

In concluding this discussion, it should be emphasized that 
the large excess of receipts here indicated should not be counted 
on more or less permanently. Though for some years old- 


Cash Receipts Credited to and Expenditures Payable from Social Security 
Accounts, Estimates for the Fiscal Year 1952 Compared With 1940 

(In millions of dollars) 




1940 



1952 


Fund or Account 

Receipts 

Expendi- 

tures 

Excess 

of 

Receipts 

Receipts 

Expendi- 

tures 

Excess 

of 

Receipts 

Old-age and surviv- 
ors insurance trust 
fund 

608 

28 

580 

2,730 

1,130 

1,600 

Railroad retirement 
account 

121 

116 

5 

550 

245 

305 

Unemployment trust 
fund 

860 

483 

377 

1,400 

1,050 

350 

Railroad unemploy- 
ment insurance ac- 
count 

46 

15 

31 

135 

70 

65 

Combined funds. . 

1,635 

642 

993 

4,815 

2,495 

2,320 


age benefit payments will be less than revenues, this situation 
will obtain only while we are growing into the system. As the 
old-age system reaches maturity, the annuity payments will 
exceed revenues from old-age taxes by a wide margin. 



CHAPTER VIII 

TAXES IN RELATION TO NATIONAL INCOME 

In this chapter taxes are compared with national income. 
In addition to the prospective figures for 1952, data are in- 
cluded for 1940 and 1946. Attention is centered on the ratio 
of taxes to national income; the question whether the indi- 
cated level oi taxes can be supported is not considered. 

Before comparing taxes with national income, we shall 
explain brieily what is meant by national income and why 
national income rather than gross product has been selected 
as a base. The national income may be defined as the returns 
to the people during a given year for the work they do and 
for the productive use of property or capital which they own. 
It thus includes all income payments received by the people 
such as wages and salaries, interest and dividends, and pro- 
prietorship incomes, together with certain forms of income 
accruing to them.^ Gross national product, on the other hand, 
is a broader concept. It includes, in addition to the items 
above, all business taxes and other nontax payments to govern- 
ment, depreciation and depletion charges, and certain minor 
items.* Since neither business taxes nor funds derived from 
depreciation are available to the public, they are not a part of 
the money incomes of the people. 

The national income is here used because it is out of income 
that virtually all taxes are paid. It comprises the fund out of 
which most direct taxes and indirect or shifted taxes must be 
met."* Gross national product, on the other hand, is not a suit- 

^ For example, corporate profits that are not distributed accrue only nom- 
inally to individual stockholders, but they are properly counted as a part of 
the national income. 

“ For a complete listing, see U. S. Department of Commerce, Survey of 
Current Business, February 1947, p. 8. 

Death taxes should perhaps be regarded as an exception. The income 
fund from which personal taxes and shifted taxes are met may actually be 
somewhat smaller than the national income, as traditionally defined. Such 
taxes cannot be paid with social security accruals or undistributed profits. 
However, as long as the portion of national income that is unavailable for 
tax payments represents only a small portion of the total, this is not 
especially important. 
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able base when the object is to consider the burden or weight 
of taxes. Gross national product exceeds the combined money 
incomes of the people by a wide margin. 

The national income base used for tax comparisons should 
include taxes on, or measured by, business profits. If one is to 
compare aggregate taxes with the fund from which they are 
met, the portion of corporate earnings transferred directly to 
government should be included in the income base as well as 
in the tax total.^ Moreover, inclusion of corporate income and 
profits taxes in the income base is essential if data for national 
income are to be consistently presented. Unless this is done, 
the contribution of corporations will not be on a basis com- 
parable with that of other forms of business organization and 
professional persons.” The essential matter is that the net 
value product of incorporated and unincorporated enterprises 
should be accounted for in the same manner, regardless of the 
point at which differential profits are tapped for tax purposes. 

Ratios of estimated tax collections to assumed national in- 
come for 1952, together with comparable ratios for 1940 and 
1946, are shown in the table on page 13 1. It will be observed 
that the analysis is based on the tax totals rather than the 
somewhat larger reve 7 iue totals. In our view, the important 
matter is the amounts raised through the exercise of the tax- 
ing power." 

’ Until recently national income data for the United States have been 
compiled on a basis that excluded all business taxes. The new concept of 
national income adopted in mid-1947, however, includes taxes on net cor- 
porate profits or income. See National Incotne, Supplement to Survey of 
Current Business j July 1947) PP- H) 14 * 

simple illustration will suffice to make this clear. Let us suppose that 
a partnership “"which enjoys an annual net income of one million dollars 
decides to incorporate. The rate for the federal corporate income tax we 
shall assume to be 35 per cent. Under the concept of national income long 
used in this country, the contribution of this company to the nation’s income 
would be automatically reduced by $350,000. Clearly, the national income 
cannot be reduced by the mere act of incorporation. 

“ However, one should be careful not to overemphasize the distinction 
between nontax revenues and taxes. Certain revenues commonly classed 
as taxes are closely akin to service charges; motor vehicle fuel taxes and 
motor vehicle licenses are familiar examples. 



TAX RATIOS 


131 


Our estimates suggest that in 1952 all taxes, other than 
social security levies, will amount to 22.1 per cent of the na- 
tional income. This figure is based on combined federal, state, 
and local taxes of 38.6 billions and the estimate of 175 bil- 
lions for national income used throughout this study. The 
comparable ratio for 1940 was 16.7 per cent, while that for 

Tax Collections in Relation to National Income, Estimates for the 
Fiscal Year 1952 Compared With 1940 and 1946 


I. national income and tax collections 
(In billions of dollars) 


Item 

1940 

1946 

1952 


76.0 

173.0 

17S.0 

Tax collections: 

4.8 

36.8 : 

25. 4 

State 

3.0 

4.7 

5.8 


4.9 

5.6 

7.4 


Total 

12.7 

47.1 

38.6 

Social security taxes 

1.6 

2.7 

4.8 


Total including social security taxes 

14.3 

49.8 

43.4 



n. RjVTio of tax collections to national income b 
(In percentages) 



6.3 

3.9 : 

6.5 

21.3 

2.7 

3.2 

14.5 

3.3 

4.3 


Local 

Total 

16.7 

2.1 

27.2 

1.6 

22.1 

2.7 

Social security taxes 

Total, including social security taxes 

18.8 

28.8 

24.8 


a The estimate for the fiscal year 1940 was derived as follows: The 1939 and 1940 
calendar year totals of the Department of Commerce were first averaged. To the 
figure thus obtained there was added roughly 2 billions for accruals of corporate 
income and profit taxes. The figure for 1946 is the average of the estimates for the 
calendar years 1945 and 1946; the amount added for corporate income and profits 
taxes was about 10 billions. Tlie tax adjustment was necessary in order to place 
the 1940 and 1946 totals on a basis comparable to the postwar estimate. 
bThe ratios were computed from the rounded totals shown in this table. 

1946 was 27.2 per cent. When social security taxes are in- 
cluded, the ratio for 1952 becomes 24.8 per cent, as compared 
with about 19 per cent for 1940 and roughly 29 per cent 
for 1946. 
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Federal tax collections alone for 1952 would, on the basis 
of our estimates, amount to a little over 14 per cent of the 
national income; comparable ratios for 1940 and 1946 were 
6.3 per cent and 21.3 per cent. In considering these ratios, it 
should be kept in mind that in 1940 revenues equaled only 
about two thirds of expenditures; for 1952 it is assumed that 
revenues will be ample to cover all cash expenditures. 

Our estimates indicate that in 1952 combined state and 
local taxes may equal about 7.6 per cent of the national in- 
come, as compared with 10.4 per cent for 1940, The indi- 
cated percentage decline is in considerable degree a result of 
the large increase in national income expressed in dollar terms. 
It is also significant that, with a national income of 175 bil- 
lions, requirements for some activities such as general public 
assistance and unemployment relief would be sharply reduced. 
Stated differently, substantially full employment is not only 
reflected in a higher level of national income; it also influences 
the distribution of state and local expenditures and affects the 
volume of revenues required. 




CHAPTER IX 

CONCLUDING STATEMENT 


The purpose of this study, as indicated in the preface, has 
been to appraise the fiscal situation — federal, state, and local — 
in the United States in the years before us. The method em- 
ployed has been to gauge the trend of governmental expendi- 
tures, the revenue requirements, the significance of tax reduc- 
tion programs, and the bearing of fluctuations in national in- 
come upon revenues. 

There is a tendency in some quarters to regard the fiscal 
problem with easy optimism. This optimism stems largely 
from the fact that the federal budget currently shows a sub- 
stantial surplus, even though expenditures are well above the 
level that had been anticipated. Moreover, the finances of 
most state and local governments have recently been on a 
sounder basis than before the war. Under the circumstances, 
there might seem to be little basis for concern. However, 
three factors raise a serious question as to our ability to main- 
tain fiscal stability. 

First, there are insistent pressures for increasing expenditures 
for certain purposes and against curtailment in other cases. 
This is evident from the fact that estimated public expenditures 
for 1949 are actually higher than those for the current fiscal 
year. Such reductions as are made tend to be more than offset 
by expansion elsewhere. In view of the uncertainty concerning 
the level of military expenditures and continuing demands for 
increased appropriations for other public services, the prospect 
for a substantial decrease in federal expenditures is, as a prac- 
tical matter, not reassuring. Moreover, state and local ex- 
penditures will doubtless continue to expand. 

Second, demands for tax reduction are becoming increas- 
ingly insistent. More than two years have passed since the end 
of hostilities, yet federal taxes (except for the excess-profits 
tax) are virtually on a wartime basis; and the trend in state and 
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local taxes is sharply upward. If all the tax-reduction pro- 
posals that have recently been advanced should be approved, 
revenues would be reduced by somewhere between one third 
and 40 per cent. Though our analysis suggests the possibility 
of somewhat lower rates for federal taxes, especially income 
taxes, the indicated level of expenditures is such that even mod- 
erate reductions in revenues might eliminate the present fed- 
eral surplus. 

The problem is complicated by the fact that demands for tax 
reduction are not effectively coupled with equally insistent de- 
mands for maximum economy in public expenditures. Com- 
pared with the specific proposals for lower taxes, demands for 
economy tend to be abstract and generalized in character. To 
the extent that such demands are diffused over the whole range 
— or a wide range — of expenditures, they are mainly of theo- 
retical interest and have little effect on the volume of public ex- 
penditures. 

Third, our tax structure — especially the federal tax system 
— is highly sensitive to changes in the economic situation. 
As the national income rises or falls, tax revenues tend to 
expand or contract more than proportionately. The “high- 
geared” federal tax system is especially vulnerable to reduc- 
tions in national income. A moderate decline in national in- 
come could easily mean a rapid change from the present fed- 
eral surplus to a deficit — even at current tax rates. Coupled 
with lov^er tax rates, a moderate decline in national income 
might easily mean a deficit of as much as 10 billions. 

Unless the present extraordinary boom conditions continue 
permanently, Ave are certain to face serious fiscal problems. On 
the one hand, as we have seen, pressures continue for large 
governmental expenditures; on the other, demands for relief 
from the present burdens of taxation are increasing. It seems 
not improbable that both high expenditures and lower taxes 
may be approved, on the assumption that business activity and 
national income Avill continue at peak levels. 

Perhaps the best way of describing the fiscal situation of 
the years immediately before us is to say that it is highly pre- 



CONCLUDING STATEMENT 


135 


carious. Given a continued business boom, the problem of 
meeting the cost of government does not appear incapable of 
solution. However, in view of the possibility of fluctuations 
in national income, it remains necessary to work for the maxi- 
mum reduction in expenditures consistent with the maintenance 
of indispensable governmental services and activities. Only 
thus can we expect to realize the reductions in taxes which are 
demanded in the interest of a healthy economy. 
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THE CASH BASIS AND GOVERNMENTAL 
BUDGETS 

In this study all data for public expenditures — including the esti- 
mates for 1952 — are on a cash basis. So-called expenditures that 
take the form of transfers to trust or other accounts which do not 
involve cash payments to the public have been eliminated. The use 
of the cash basis is essential for any analysis concerned with the 
broad economic aspects of governmental expenditures and revenues. 

The difference between the budget basis and the cash basis is 
particularly important in the case of the federal government. There 
are several reasons why the federal budget does not clearly reflect 
the transactions between the government and the public."^ First, the 
concept of expenditures is strictly a statutory one.® Certain items 
are classed as budget expenditures, even though no money payments 
are involved. Transfers to employees’ retirement funds on account 
of the government’s liability and interest earnings credited to social 
security and other trust funds are familiar examples. These trans- 
fers are expenditures only by definition. Unless the amounts in- 
volved are paid to the public, they have no direct economic signifi- 
cance; what is important is the amount of dollars paid into and 
paid out of the Treasury, 

A second reason is that for many years only expenditures charge- 
able to expendable funds (general and special accounts) and the 
receipts credited to such funds have been included in the federal 
budget summaries used in deriving the official estimates of the sur- 
plus or deficit.® Underlying this practice is the view that trust fund 
expenditures and receipts have an entirely different status. From 
an operating budget standpoint this is correct, but it is not true in an 
economic sense. On the expenditure side, there is no difference what- 

^ In the President’s budget for the fiscal year 1948, a document of 1,434 
pages, less than two pages are devoted to a table showing “Receipts from and 
Payments to the Public” and the accompanying analysis. 

^The position of the Treasury is that its task is to record and report 
expenditures in accordance with the requirements of law. Neither the 
Treasury nor the Bureau of the Budget is responsible for the disparity, 
between “expenditures” and payments to the economy, 

Un the budget summaries for the fiscal years 1948 and 1949, corporation 
accounts were also included. 
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ever between the economic effects of old-age payments classed as 
public assistance and the annuity payments from the old-age and 
survivors insurance trust fund. On the revenue side, the significant 
fact is that the cash receipts credited to this trust fund are raised 
through the use of the taxing power. 

The disparity between the federal budget and the cash-basis fed- 
eral accounts has reached large proportions. Under favorable em- 
ployment conditions, a budget reported to be approximately in 
balance may actually mean that 3.5 billions or more of publicly-held 
debt is being retired or withdrawn. Similarly, a budget calling for 
nominal debt retirements of 2 billions might involve retirements 
and withdrawals of something like 5 to 6 billions. 

Several questions are raised by the prospective continuing dis- 
parity between the federal budget and the cash-basis accounts. Is 
it realistic to formulate fiscal policy solely or primarily in terms of 
the regular budget? Is there any reason why a minimum debt- 
reduction goal of, say 2 billions a year, should be emphasized when 
this may mean retirements or withdrawals of market debt of several 
times this amount? 

Our answer to the first question is that realism in federal finances 
requires that attention be given to the combined cash-basis accounts. 
Unless this is done, it is difficult to see how fiscal policy can make 
even a slight contribution to economic stability. Though the oft- 
stated goal of complete fiscal neutrality is perhaps impossible of 
attainment, under ordinary conditions it might be most closely 
approximated when payments to the public for all purposes other 
than debt retirement equal revenues received from the public. The 
official federal budget does not provide any indication when such 
a balance exists. 

The answer to the second question is also in the negative. For 
the next few years, the fact that a given program of debt reduction 
may mean much larger retirements or withdrawals of publicly held 
debt might not be especially significant. In the immediate future 
factors other than debt retirement will doubtless be of primary im- 
portance in the determination of prices. But such a situation will 
not obtain permanently. For the longer-range future, any program 
of debt reduction related solely to the regular budget might well 
prove to be unworkable. 

That the conventional budget does not measure the impact of 
governmental transactions on the economy is recognized by the 
President and other officials.* From an economic standpoint, the con- 

* The Economic Report of the President, Jan. 8, I947> ?• I7> ^nd Midyear 
Economic Report of the President, July 21, 1947, p. 24 ff. 
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ventional budget is misleading and the concept of a balanced budget 
derived therefrom is lacking in significance. Nevertheless, through 
tradition the legal or statutory idea of a balanced budget has become 
firmly imbedded and continues to be accepted as the basis for deci- 
sions of far-reaching import in the economic sphere.'’ 

Until data showing payments to and receipts from the public are 
given a degree of prominence commensurate with their importance, 
the federal budget will remain unsatisfactory.® Orderly fiscal plan- 
ning must inevitably be grounded on a careful study of the rela- 
tionships between the private and governmental sectors. The sig- 
nificance of these observations is enhanced, when one considers that 
currently the goal of a balanced federal budget in the traditional 
sense is widely advocated. 

® In the Ways and Means Committee and Senate Finance Committee 
hearings on the proposed 1947 individual income tax reduction, there were 
only two minor references — one by Secretary Snyder and one by Senator 
Taft — to a balanced budget in the economic sense. Considering the Treas- 
ury’s opposition to the proposed tax reduction, it could not be expected to 
emphasize the cash basis. On the other hand, those favoring tax reduction 
apparently either regarded the traditional idea of a balanced budget as 
sacrosanct, or they did not view the cash basis approach as significant. 

“ In this section we do not consider the problem presented by the com- 
bined operations of all governments. The problem here considered is — 
at least for the present — of prime importance only at the federal level. 



APPENDIX B 


EXPENDITURE DATA AND ESTIMATES 

In this appendix we discuss the sources of data for public expendi- 
tures used in the present study and the procedures employed in 
obtaining the estimates for 1952. The materials here presented 
should be regarded as supplementary to Chapters I and IL 

The data for public expenditures in 1940 and 1946, together with 
other years used in preparing the estimates for 1952, have been 
drawn largely from official governmental sources. Perhaps the only 
important exception relates to federal expenditures for 1940. The 
1940 figures for federal expenditures have been derived mainly from 
an earlier publication of the Brookings Institution.^ The federal 
total for 1940 in the present study differs from that in the former 
publication m.ainly for two reasons. First, noncash items such as 
the transfer to the civil service retirement fund have been excluded. 
Second, we have included certain cash expenditures paid through 
trust funds.“ 

The federal figures for 1946 have been compiled mainly from the 
Combined Statement of Receipts, Expenditures and Balances of the 
United States for 1946, In arriving at the totals for the several func- 
tions, however, considerable use was made of data in the official 
federal budget and other sources. Since minor items included in 
the functional totals for 1946 have been estimated, no claim is made 
to perfect comparability with 1940. 

In developing state and local data for 1940, reliance was placed 
mainly on the publications of the Governments Division of the United 
States Bureau of the Census. With a few exceptions, the 1940 data 
for state expenditures by functions were obtained from or based on 
the Bureau’s publication Einancial Statistics of States: ip4o/ The 
estimates of state expenditures for 1946 have been based largely on 

^ Henry P. Seidemann, Curtailment of Non-Defense Expenditures (1941). 
The primary source of 1940 data used in preparing this study was the Com- 
bined Statement of Receipts, Expenditures and Balances of the United 
States (1940). Extensive use was also made of data and materials in the 
federal budget and special statements furnished by some of the departments 
and agencies relating to the purpose and character of expenditures. 

■ However, cash expenditures paid through the social security trust funds 
are considered separately. See Chap. 7. 

“ Most of the basic data for 1940 were obtained from the statistical com- 
pendium published as Vol. 3. 
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the Bureau’s Summary of State Government Finances in IQ46!' 

Local data for 1940 have been based in part on a special study of 
the Governments Division.® The data in this study were especially 
valuable in obtaining a distribution of local expenditures by func- 
tions. Other estimates and materials which threw light on 1940 
local expenditures were also examined. Since complete compilations 
for all units were not available, the local data for 1940 are less sat- 
isfactory than those for federal and state governments. Both the 
local total for 1946 and the functional distribution of local expendi- 
tures represent rough estimates. Total local costs for 1946 were 
estimated mainly on the basis of revenues and pay-roll costs re- 
ported by the Bureau of the Census; capital outlays were estimated 
at well below the 1940 level. For the functional estimates, reason- 
ably satisfactory bases for estimating were available only for educa- 
tion and interest. For other functions the amounts shown for 1946 
are based on scattered information and the functional distribution 
for 1940. 

The classification of expenditures used in this study is based on 
the one employed in the Ciirtailment of Non-Defense Expenditures 
to which we have referred. The primary object of the classification 
there used was to show the functions or purposes of federal expendi- 
tures, Since the present study deals with all three levels of govern- 
ment, it was essential that the classification decided upon be usable 
for state and local- expenditures, as well as federal expenditures. 
Accordingly, appropriate adjustments were made in the classification 
previously employed. The adaptation used in this study, it is 
believed, has been achieved without sacrificing any of the advantages 
of the classification used in the earlier analysis of federal expenditures. 

The following discussion of the estimates is restricted to those 
functions for which it is believed supplementary data may be of 
value in clarifying the procedures employed. 

I. NATIONAL DEFENSE 

Personnel. The estimate of 9.5 billions for national defense, as 
stated in Chapter II, is based on an estimated military personnel of 

“The data published in this preliminary summary release in May 1947 
were supplemented by additional materials obtained through the courtesy of 
the Governments Division. 

" Fuiancing FederaL State and Local Governments: 1941, September 
1942. Since the estimates published in this study related to 1941, appro- 
priate adjustments were made. 
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1,400,000. A breakdown of this total, together with the minimum 
and maximum estimates, between the Army and Navy follows: 


Minimum Maximum Probable 

Army 800,000 1,000,000 925,000 

Navy 450,000 500,000 47SjOoo 


Total 1,250,000 1,500,000 1,400,000 


If a compulsory military training program should be in effect, 
these estimates in time might be reduced to some extent. Underly- 
ing this downward adjustment are two central ideas: (i) that a 
compulsory training program would represent an alternative ap- 
proach to national defense; and (2) that our ability to finance 
national defense is not unlimited. These facts are recognized by 
virtually all advocates of the training program, as well as by the 
military authorities. There is no basis for the view that the entire 
expense of the training program would constitute an extra cost. On 
the contrary, those who have explored the subject most fully have 
concluded that the compulsory training approach would be the 
least costly of the several methods of providing adequate national 
defense." 

In addition to military and naval personnel, large numbers of 
civilians are employed by the armed forces. The 1952 total may fall 
in the range of 600,000 to 750,000. Since the end of hostilities, 
reduction in civilian personnel has lagged behind that for military 
and naval personnel. It is estimated that in the fiscal year 1949 
about 40 per cent of all federal civilian employees will be engaged in 
defense activities. 

Costs. In estimating personnel costs for 1952, we have followed 
the procedure employed in preparing recent official budgets. That 
is, an independent estimate has been made for combined require- 
ments for pay, subsistence, travel, welfare, training, clothing, and 
medical care. These costs have been placed at $3,000 per man; the 
official estimate for the fiscal year 1948 was $3,100, and the average 
for 1949 is placed at about $3,300. The figure of $3,000 is based on 
three assumptions: (i) that there will be some — perhaps an appre- 
ciable' — reduction in personnel deployed overseas;'^ (2) that some- 
what more economical operation will be necessary because of reduc- 

^ A Program for National Security, Report of the President’s Advisory 
Commission on Universal Training, pp. 36, 93> 

’The official estimates for 1948 were based on the assumption that 
roughly one half of the total personnel of the Army would be deployed 
overseas. 



142 


COSTS AND TAXES 


tions in appropriations; and (3) certain categories of costs might 
decline slightly as a result of minor downward price adjustments. 
Expenditures for all other military purposes have been estimated as 
a unit; the range for these expenditures has been placed at S billions 
to 6 billions. 

11. VETERANS’ BENEFITS 

In 1952, as at present, the two most important components of 
veteran expenditures will be education and training and compen- 
sation for service-connected disabilities. However, benefits in the 
form of pensions and medical services, which have greater long- 
term significance, will be increasing. 

Readjustment benefits. Education and training benefits will con- 
stitute an increasing proportion of the expenditures in this category. 
Unemployment allowances will terminate, in the majority of cases, 
on July 25, 1949.® The loan program will continue in full operation 
until July 25, 1957, and in some cases beyond that date. However, 
except for the contingency of default on the principal, the unit cost 
of loan benefits is substantially smaller than that of educational 
assistance. In consequence, the level of costs for readjustment 
benefits generally will be determined by the trend of enrollments in 
institutional and job training. 

Although the education program will not terminate until July 25, 
1956, and in some cases will continue for a longer period, the trend 
of enrollments during the interim will be governed by provisions 
with respect to the commencement of training and the duration of 
entitlement.'’ Over 7 million veterans have applied for certificates of 
eligibility and entitlement, while only 36,000 of these have exhausted 
their entitlement. However, about 2.1 millions have either suspended 
or completed their training, and another 2.8 millions are now en- 
rolled. These figures suggest that the peak of enrollment will be 
established during the current year. By 1952 it will have dropped 

® Exceptions are provided for about 1.4 million veterans who enlisted 
before Oct. 6, 1946, under 59 Stat. 538, but even in these cases the veterans 
will have only two years from the end of their enlistment during which 
they may claim this particular benefit. 

’’Veterans who were discharged prior to July 23, 1947 and veterans who 
were still in service on that date must commence their training before 
July 25, 1951. Veterans who enlisted under 59 Stat. 538 will have four 
years from the end of their enlistment in which to begin training. Some 
of the latter may enroll for the first time as late as 1956. 

The maximum duration of entitlement is a period of four calendar years, 
but in individual cases the duration of entitlement is dependent on length 
of service. The average duration of entitlement is estimated at three calen- 
dar years or four academic years. 
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to a figure somewhere between 650,000 and 850,000. In view of the 
popularity of training benefits and the fact that many now in serv- 
ice are still accumulating entitlement, it is feasible to plan for the 
larger number. 

The popularity of training would be further stimulated by the 
liberalization of provisions which govern the rate of expenditure for 
each veteran who has entitlement. The rising cost of living has 
focused attention particularly on allowances for subsistence.^ Al- 
though these allowances were increased in 1945, further increases are 
being provided this year.“ For some veterans they have already 
been approved in the form of a flat addition to allowances. For others 
they will result from pending revision in income ceilings.^ 

Pensions and compensation. It is obvious from the number of 
World War II veterans, which is now approaching 15 millions, that 
they will be the principal beneficiaries under this heading.^® The 
principal object of expenditure during the period immediately fol- 
lowing the war has been compensation for service-connected dis- 
ability. 

This class of benefit was created in connection with the changes 
in the veteran policy of the United States at the time of World War 
I. In some respects, experience with World War I veterans furnishes 
a guide to the trend of comparable benefits for World War II vet- 
erans. In the case of the former group, the benefit did not attain 
great importance until after 1923, and did not reach a peak until 
1941. However, the number of active cases from World War II 
reached a peak of 1.7 millions in April 1947. 

“ According to a recent survey, the rate of increase in dormitory room 
and board is about 38 per cent since 1940-41. This figure is an average 
for all colleges; the average increase for public colleges is 51 per cent. 
New York Times, Sept. 23, 1947. 

Tuition charges and student fees have also increased. Horvever, the 
amount already authorized for tuition is more nearly commensurate with 
current rates. 

Despite evidence that Congress did not originally intend to provide for 
full expenses, it has responded to pressures based on the cost of living. For 
veterans engaged in full-time institutional training, a recent amendment 
provides increases ranging from $10 to $30 per month, depending on marital 
or dependency status. For veterans in training on the job, bills now in 
conference would raise the limits on the amount of subsistence which may 
be paid in combination with earnings. 

H. R. 246, 80 Cong. 2 sess. would raise these ceilings from $175 to $200 
per month for veterans without a dependent; from $200 to $325 for those 
witli one dependent; from $200 to $350 for those with more than one 
dependent. S. 1393 would raise the limits to $200 and $250. 

“This is not to say that expenditures for veterans of other wars have 
diminished ; on the contrary, they have increased. 
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There are two principal reasons for this earlier establishment of 
the load. First, there is the difference in age characteristics: World 
War I mobilization was largely confined to men between the ages 
of 20 and 30; World War II mobilization, on the other hand, ranged 
widely between the ages of 18 and 45.“ The second and perhaps 
more significant reason is inherent in the legislative authorizations. 
In the case of World War II veterans, we have a more conclusive 
presumption of soundness at enlistment. Applications have been 
adjudicated solely on the basis of discharge for disability by the 
Army and the Navy. In many cases, the ph3^sical and mental 
conditions which were deemed to constitute disability from the view- 
point of the military services will have improved following return to 
civilian life. In consequence, a review of cases which is now in prog- 
ress should result in elimination of many beneficiaries from the com- 
pensation roll. 

Later, however, the number of beneficiaries will tend to increase. 
The main factor in this long-term trend will be the legislative status 
of chronic diseases, which on the basis of medical evidence cannot 
usually be traced conclusively to military service.^® Historically, this 
problem has led to enactment by Congress of statutory presump- 
tions of service-connection in cases diagnosed within a given period 
of time. In the case of World War I veterans, these statutes now 
cover onset or development of the disorders prior to January i, 1925. 
However, in the case of World War II veterans, they cover a period 
of only one year after discharge from the service. If, as seems 
probable, the provisions which relate to World War II veterans 
should be liberalized by amendatory legislation, the number quali- 
fying for disability compensation will certainly rise to a new peak. 

There is also a problem with respect to the trend in unit cost, 
which is dependent on the average degree of disability."'® The 
degrees of disability are determined by rating schedules, which are 
prepared by the Administrator of Veterans’ Affairs. For the most 
part. World War I veterans are rated on the basis of a schedule 

The relaxation of draft standards, which is associated with a large 
mobilization, would inevitably result in proportionately more disabilities. 
Still other factors in this comparison are suggested by the duration of the 
conflict, and the global character of the warfare. 

"'^The most important categories of such disorders are tuberculosis and 
the wide range of diagnostic entities which are known collectively as neuro- 
psychiatric disease. 

’“The range is from $13.80 per month for 10 per cent disability to $138 
per month for 100 per cent disability. So-called statutory compensations 
for specific disabilities, such as amputations or loss of sight, represent addi- 
tional awards. 
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issued in 1925, which is more liberal than any subsequently devised. 
World War II veterans had previously been rated on the basis of a 
more economical schedule issued in 1933; however, re-ratings and 
new ratings in their case are now based on still another schedule 
issued in 1945. On the whole, the 1945 schedule is more liberal than 
the 1933 schedule; consequently, the average degree of disability 
will rise above that which has recently prevailed. 

Hospital and medical care. Our estimate of costs for 1952 does 
not greatly exceed current requirements. Although the patient load 
will be substantially increased, we have assumed that the unit costs 
of operating the hospital and medical services can be reduced to 
some extent. 

These services fall into two broad categories. The first is out- 
patient activity, which consists in part of examination for claims 
(pensions, compensation, need for hospital and domiciliary care, and 
insurance) and in part of treatments (medical and dental). The 
second is hospital or in-patient treatment. 

The cost of medical services is mainly influenced by in-patient 
requirements. Out-patient treatment is confined to veterans with 
service-connected disabilities, while hospital treatment is authorized 
for all veterans, subject to the observance of certain priorities. For 
the increasing number of nonservice-connected disabilities, a substan- 
tially increased capacity will be provided by the current and pro- 
jected construction of new hospitals, and additions to existing hospi- 
tals. Due to shortages of trained personnel, the increase in capacity 
available for operation will probably be slower than the increase in 
physical capacity. 

The unit cost of medical services is perhaps more variable than 
that of any other type of veterans’ benefit. In the case of out-patient 
activity, this factor has been affected by the necessity of arranging 
for an unusually high proportion of treatments by private physicians 
on a fee basis. Hospital costs have also increased drastically; the 
cost per patient-day has risen from ^2.78 in 1941 to ^8.67 in 1947- 
This increase is attributable in part to rising prices, but even more to 
the reorganization of the medical services since the war." Our esti- 
mate assumes that operations may hereafter be consolidated on a 
basis of greater efficiency; if this is not done, expenditures would not 
be as moderate as here indicated. 

"Formerly administered by nonmedical personnel, these services now 
operate autonomously. In 1946 Congress authorized the establishment of a 
Department of Medicine and Surgery, which has proceeded vigorously to 
improve the quality of services and recruit better qualified physicians. 59 
Stat. 675. 
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in. REGULATION AND PROTECTION 

The federal estimates under this heading are based mainly on the 
indicated level of expenditures for 1948, with appropriate adjust- 
ments for the growth factor. The state estimates are based largely 
on the expenditures for 1940, together with the trend in operating 
costs in more recent years. Before arriving at the estimates for 
local governments, pay-roll trends for city police and fire depart- 
ments were examined. 

IV. PROMOTION OF ECONOMIC DEVELOPMENT 

Transportation. Of the federal activities in this category, reason- 
ably satisfactory bases for estimating were available for highway 
grants, aids to aviation, and rivers and harbors. The estimates for 
these purposes are based mainly on the authorizations approved in 
recent years, together with the trend of expenditures since the war. 
The estimate for navigation aids, on the other hand, is a very rough 
figure. It is not possible at this time to gauge the 1952 expenditures 
of the Coast Guard or the Maritime Commission with any degree of 
accuracy. 

In arriving at the estiznates of state and local highway expendi- 
tures, consideration was given to; (i) projected expenditures in 
certain states for construction and maintenance; (2) the volume of 
state and local funds from user taxes, together with federal moneys 
becoming available; (3) the backlog of reserve funds accumulated 
during the war years; and (4) the possibility of continued short 
supplies of materials, machinery, and man power. 

Other natural resources. The factors taken into account in arriv- 
ing at the estimates for the Atomic Energy Commission were men- 
tioned in Chapter II. The estimate of 450 millions is well below 
projected expenditures for 1949. It may be noted, however, that 
the expanded program has not yet been approved. 

The other principal estimates under this heading were arrived at 
after taking into account the recent authorization measures enacted, 
the level of expenditures projected for 1948, and other information. 
As in the case of highway construction, scarcities of materials and 
man power may operate as limiting factors for an indefinite period. 

V. PROMOTION OF SOCIAL WELFARE 

Education. Federal expenditures for education other than equali- 
zation grants are based on recent expenditure data and current 
trends, as indicated by 1948 appropriations. The amount included 
for equalization grants is that carried by the Taft-Thomas-Ellender 
bill. 
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State grants to local governments for 1952 have been estimated 
at a figure well above the level of 1945 and 1946. Substantial in- 
creases were approved in a number of states during 1947 legislative 
sessions, and further increases between now and 1952 are virtually 
certain. Judging from recent indications, public school finance will 
be a major concern of many state and local governments for a 
number of years. 

In arriving at the estimates for state educational institutions, 
primary attention was given to the enormous demands being placed 
on these institutions. The estimate for capital outlays has been 
influenced to some extent by the likelihood that material shortages 
and high costs may operate as restraining factors for something like 
five years. 

The estimate for the operation of public day schools is the most 
satisfactory local estimate. Compilations of the United States Office 
of Education for 1945 plus the other materials referred to in Chapter 
II enable one to obtain a clear indication of the present level of 
expenditures for teachers’ salaries, which account for the bulk of 
the total. On the other hand, expenditures for capital outlays are 
surrounded with no little uncertainty. Because of shortages of ma- 
terials and the likelihood that the pressure of operating costs will in 
some cases serve to restrict new construction, the estimate for capital 
outlays has been placed at a moderate figure. 

Public health and sanitation. The federal estimates in this cate- 
gory are based mainly on the expenditures indicated by existing 
authorizations and recent appropriations. The state and local esti- 
mates are based largely on 1940 data plus the recent trend in oper- 
ating expenditures. For local governments the special financing pro- 
vided by city garbage collection charges has also been taken into 
account. 

Public assistance. Expenditures for categorical assistance have 
been estimated on the basis of recent trends. Federal grants to the 
states for the administration of unemployment compensation have 
been estimated on the basis of recent appropriations. In estimating 
public assistance payable from state and local funds, primary atten- 
tion was given to recent payments. 

VI. INTEREST ON PUBLIC DEBT 

Federal. The estimate of 4.7 billions for federal cash interest 
payments, as stated in Chapter II, is based on interest-bearing debt 
of 215 billions. This figure does not include an estimated 40 billions 
of debt which will be held by trust and investment funds. 

In arriving at the estimate for 1952, interest on the 215 billions 
has been computed at 2.2 per cent. For several years there has 
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been a gradual upward trend in the average interest rate. Currently, 
the average rate on debt held by the public is above 2 per cent.” 
The upward trend has been strongly influenced by the change in 
the distribution of the federal debt. From June 30, 1945 to June 30, 
1947, the combined total for public issues of short- and intermediate- 
term obligations — ^Treasury notes, certificates of indebtedness, and 
Treasury bills — ^was reduced from 84.8 billions to 54 -S billions.” 
This reduction was equal to 35 per cent, as compared with about 
4 per cent for all public issues. On the other hand, savings bonds 
which carry much higher rates have shown a steady though mod- 
erate upward trend. From June 1945 to June 1947 the amount 
outstanding rose from 45.6 billions to 51.4 billions.^ 

To the extent that short- and medium-term obligations are further 
reduced, the average rate of interest will tend to rise. However, 
there is little reason to believe that any decline that may occur will 
be at all comparable to the sharp reduction of the past two years. 
As long as substantial federal reserve holdings appear desirable, 
short-term Treasury issues are not likely to be reduced to a point 
where they comprise a negligible proportion of the interest-bearing 
debt.^^ Viewing the picture as a whole, it seems safe to assume that 
a further sharp reduction in short-term issues will not appreciably 
affect the average rate of interest on the federal debt. 

State. The estimate of 145 millions for state interest payments 
was derived as follows: For the fiscal year 1946 the total repozted 
as paid from general revenues was 73 millions. To this figure there 
was added 72 millions for interest on the estimated increase in debt. 
The latter figure is based on a net increase in debt of 3.6 billions and 
an average rate of 2 per cent. 

” The average rate on all federal interest-bearing debt — including special 
issues — was 2.13 per cent on Oct. 31, 1947. However, the average rate on 
29.4 billions of special issues was between 2.4 and 2.5 per cent, with the 
result that the average rate on public issues was very close to 2 per cent. 

”The Treasury notes outstanding early in January 1948 carried coupon 
rates of i, 1%, and per cent; certificates of indebtedness carried rates 
of I, and lys per cent; and Treasury bills were selling at a yield of a 
little less than i per cent. 

““In computing the average rate of interest, Series C to E, which account 
for roughly 70 per cent of the total, are counted at 2.9 per cent while Series 
F and G are counted at 2.53 and 2.5 per cent respectively. An important 
reason for the upward trend in the published average rate is the increase in 
special issues, some of which bear interest at rates well above the average. 
For example, in the fiscal years 1946 and 1947 the 3 per cent notes issued 
to the national service life insurance fund showed an increase of 3.3 billions. 

“^On January 7, 1948, federal reserve holdings of Treasury notes, cer- 
tificates of indebtedness, and Treasury bills amounted to roughly 18.6 bil- 
lions. T otal holdings including bonds were 21 .7 billions. 
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Local. The estimate of 430 millions for local interest payments 
was derived as follows; Of the reported total of 491 millions for 1946, 
it was arbitrarily assumed that 104 millions was paid from the 
receipts of public service enterprises.® To the remainder of 387 
millions there was added 42 millions to cover interest on the esti- 
mated increase in debt from 1946 to 1952. The latter amount would 
cover the interest cost on an additional indebtedness of 1.75 billions 
at an average rate of 2.4 per cent. The resulting total of 429 millions 
was arbitrarily rounded to 430 millions. 

VII. GENERAL GOVERNMENT 

Expenditures of the federal government have been estimated 
mainly on the basis of indicated expenditures for 1948. Financial 
administration has been increased moderately over the present level. 
On the other hand, the estimate for foreign relations is somewhat 
lower than the current level. 

In estimating general government expenditures of state and local 
government for 1952, account was taken mainly of pay-roll costs 
and trends since 1940 and the growth factor. The probable influence 
of deferred capital construction was also considered. 

One half the enterprise debt times the average rate of 3.66 per cent. 
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